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STUDY OF OPERATIONS OF MILITARYjSEA 
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THURSDAY, JULY 8, 1954 


Unrrep Srares Houst or REepresENTATIVES, 
CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
SpeciaL SuscomMirrer To ConsmerR OPerations 
or Minirary Sea Transporration SERVICE, 
Washington, be, 

The special subcommittee met, pursuant to recess, in room 219, Old 
House Office Building, at 10:20 a. m., Hon. John J. Allen, Jr. of Cali- 
fornia (chairman of the special subcommittee) presiding. 

Mr. Auten of California. The subcommittee will come to order. 

Admiral Denebrink, we are pleased to have you back with us after 
quite a long period. As you probably know, we have had a consider- 
able number of hearings and a great amount of testimony, since the 
very full and complete discussion of the Military Sea Transporta- 
tion Service which you gave us at the outset; and several months 
have elapsed. It occurred to me that, under the circumstances, in 
order to get up to date, there might be some further information that 
you could furnish us, to make our record both up to date and possibly, 
a little more complete. 

I would be inclined to let vou assume the responsibility, if there 
are things which should be in the record, which have come to your 
attention, that you could suggest to us. I think that would be one of 
the first things we would like very much to have. 

[ might have nothing particularly in mind that should be placed 
in the record, but perhaps in your judgment there are. 


STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE 


Admiral Drenerrtnk. Mr. Chairman, I am happy to be back up 
here. ‘The members of my staff have been in touch with Mr. Drewry, 
your counsel; and Congressman Shelley, at a recent conversation, 
made the suggestion that we bring up to date the data which ap- 
peared on some of the charts which I presented at the time of my 
previous appearance here, some months ago. 

We keep those charts up to date, and I think that would be a 
good way to begin my testimony this morning. I think the charts 
reflect. the progress that has been made during the past year in 
bringing MSTS along the course of reduced operations, consonant 
with the end of the Korean war, about a year ago. 

So I have not brought up all the charts, but merely these which 
reflect changes as the months progress; Mr. Ray, I do not think you 
can see those from there. We have about 10 of the charts here. 
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Mr. Ray. I will move to another place, where I shall be able to see 


I 
Admiral Denreprink. This chart reflects the size of the MSTS fleet 
on July 1, which is a week igo. We are down to 295 ships. This is 
chart designated B-2. Broken down, it reflects 232 ships in the nu- 
cleus fleet, 63 ships in the commercial fleet; and then we must never 
overlor k the fact th it a large amount of our cargo is carried in the 
berth lines; and the previous month of June, cargo was carried in 260 
v1] nes of Ame rican bert] line vessels. 
I will show another chart that reflects the downward trend; and if 
we may move this one over, I think we shall probably want to leave 
this up, but keep that in the back. 
Jy S ch rt. 5-3. reflects the Ze ¢ f the n icleus fle Tt atl vearly inter- 


vals: d the maximum size of the nucleus fleet was 265 on June 
Lvov. This is the ne vy column ror June 30. 1954, and the size of 
thie leus fleet is down to about 232 sh ps as of this time. 


We have, during the past year, r luced the nucleus fleet to a con- 
siderable extent. in keepi Yr with th red ection brought about by the 
cessation of the Korean war. Now, Lieutenant Coe, if you will, take 
this chart down. I want to keep the other one up. 

Mr. Atien of California. Admiral, may I ask the type of ship that 
is indicated by the letters ATA or the AP-M ? 

Admiral Dreneprink. The ATA is a tug which came from the 
Navy. It was received from the Navy, and we took over one. 

The A is auxiliary. Itisthetug. My recollection of exactly where 
we got that tug from is faulty. | reoret that I do not know: but 


it is a small eraft. We will move this chart over, please. 
I think this is the most significant chart we can show you; and 
it is charts B-5, and B-4, a1 t reflects the reduction in the MSTS 


fleet for fiscal year 1954, and July of 1954, which is the first month of 
the fiscal year 1955. 


I think the most significant event in MSTS operations during the 


past year is the reduction in scope of o1 r work, due to the termination 
of the Korean war: and vou will noti that in August 1953. our 
fleet nw — d 602 ships. “Our fleet now is down to 295 ships, as of 
the } July of this year. 

Sens W Ml notice that the black line, drawn horizontally, divides the 
nucleus fleet ships from the commercial fleet ships. We are getting a 
trend downward in our nu leus aeegpey: eee hg ay 


I would like to call your attention to the salmon-colored part of the 
chart, which reflects the number of vessels from the national-defense 


reserve fleet, which we obtained from the National Shipping Au- 


thority; which ships are operated under general agency agreement 
by private e ship ping companies, using merchant-marine crews. 
iF ror of last year, 1953, we had 141 of those ships. Notice the 


sharp decline. "We have cs the pr ‘esent timea fe w gener: al agency ships 
left. Specifically, we have six small cargo ships of the CI-MAV1 
type in the Japan-Korea area, which we cannot replace with com- 
mere al, chartered ships because of the eaesatineridien of their size, which 
adapt them for the work there. 

We have eight Victory-type ships, which are presently engaged 
in the SUNEC operation, which is the supply of the Northeast Com- 
mand, and that has properly to do with the support of Thule and 
some of the other bases in the northeastern part of our continent. 
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We have 10 Mariner ships presently operating, and they are being 
operated during the period of their 6 months’ trial acceptance period, 
upon delivery from the shipbuilder. We are operating those in the 
national interest, and, as 1 reported before, we have no protest or 
complaint from anyone that we are doing that operation. 

The Maritime Administration is particularly happy that we vol- 
unteered to do that; and the private shipping interests are not un- 
happy about that. 

Actually, I think they are glad that we are working the bugs out 
of those ships, because 1 would not be surprised if some of them buy 
them, and they ‘ will know that they are not buying a pig in the poke. 

Mr. Drewry. Is the operation of those Mariners for a period of only 
6 months, under your theory, or 1s it flexible? 

Admiral Dreneprink. No, we operate them only during the 6 
months’ period. We have turned in 20 Mariners. We have returned 
them to the Marit me Administration The time sched ule for the 
Mariners goes something like this: In the month of August, we will 
turn back five, because that is when their pe riod is up. 

I want to be very honest with you. One Mariner we were going to 
turn back at the end of July, and we found ourselves up against mov- 
ing an overload of private vehicles, which we can only do in a Govern- 
ment-owned ship; and so we arranged to turn it back early in August, 
so we could get che more voyage. I want to make sure that I am 
completely honest in my testimony. 

Mr. Auten of California. On that point, Admiral, is the reason 
that you carry vehicles in Government-owned ships because carriage 
In private ships is prohibited by law, but is not prohibited in the case 
of Government ships ¢ 

Admiral Denrprink. That is correct, Mr. Allen. I am prohibited 
from moving privately owned vehic les by any ol her means than in 
Government-owned ships; and when we get all of our Mariners turned 
in, this law as a whole means that the moving of private vehicles will 
be in the cargo ships of my nucleus fleet; and I will have most of my 
nucleus fleet cargo ships constantly carrying at least a partial cargo of 
privately owned vehicles. 

Mr. Auten of California. Is that supposed to be on a space-avail- 
able basis? 


Admiral Denesrink. As the program is at present, , the —— 
of vehic les priv: ately owned, which we are required to tr: camndh oes 


far beyond the space-available basis. Everything seems to progress 
along an evolutionary basis, and in the early days, there being no 
appropriation for the movement of private vehicles, they were car- 
ried on a space-available basis, on the few ships that we had. 

[ am going back many years, now. Since World War II, with 
the vast deployment of our Armed Forces overseas, the number of 
people who are deployed over there, and the fact that they are per- 
mitted to carry their private vehicle overseas and have it returned, 
has given us quite a problem. 

The procedure has remained the same. The restriction to moving 
them on Government-owned vessels has remained the same. I believe 
General Yount testified and submitted figures which indicated some- 
where in the neighborhood of 30,000 vehicles a year being moved 
overseas, and a smaller number being returned. 
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But I am still confronted with the problem that I must move 
them in the Government ships. 

Mr. Auten of California. If there were a change in the law, would 
there be occasions when it would be more economical for your organi- 
zation to move them in other than Government owned ships ¢ 

Admiral Denresrinx. I would feel that it would give me greater 
fiexibility, and it would permit this thing to be processed without such 
limitations and restrictions; and I would favor such an enlargement 
of my opportunity. 

Mr. Garmatz. How many of these Mariners have you used over this 
period of 6 months? 

Admiral Denesrinx. We presently have 10, and we have turned 
In 20. 

Mr. GarMarz. You have turned them in to the Maritime Admin- 
istration ? 

Admiral DENEBRINE. Yes. 

Mr. Garmatz. Then, where do they go from there, to the Maritime 
fleet 2 

Admiral Deneprink. Of the 20 we have turned in, 17 were re 
turned to the national-defense reserve fleet. Three were bare-boated 
by the Maritime Administration, to the Pacific Far East Lines, for 
operation temporarily by the Pacific Far East Lines, pending the 
completion of another three Mariners for that company, according to 
some shightly altered spe iff acions. 

I believe the first ship, the Go/den Bear was recently launched in 
the San Francisco area DY the Pacific Far East Lines: but we have 
turned in 20. 

Mr. Garmatz. And you are still operating 10? 

\dmiral Denrsrink. I am still operating 10. One is the Corn 
Husker Mariner, which has not been operated for some time. We 
turned in five, in August. But I would like to say that we find the 
Mariner a very successful ship. I think your committee should know 


the success that we have had in operating those Mariners. My last 
report of them indicated that we had made a total of 94 vovages from 
the east coast to the Far East. The average cargo cal ried on those 94 
ships was 14,500 measurement tons. My recollection is that the aver- 
age speed of the ships during the voyages was between 20 and 21 knots. 


In the first few voyages, we compared the operating costs of the ship 
with the revenue which we generated, using our tariff rates: and I 
think the first voyages showed approximately $93,000. The last 3 
months, all of the voyages that we had showed a profit of something 
like $155,000 on the voyages; so that, over all, for the 94 voyages, we 
have avel aged ul profit for my orgal zation of somewhere in the neigh- 
borhood of $125,000. 

Now, I want to hasten to say that we did not have to take care of 
any amortization or any interest, in that we merely paid the operat- 
Ing cost ot the ship pli the S100 a day. which went to the operator 
for his administrative overhead 

Mr. Garmatz. That would not be actually a clear profit, those fig- 
ures you mention ¢ 

Admiral Denrerink. No. That is why I wanted to make that clear, 
sir. But I do want the record to show the splendid characteristics of 
those ships, and their great potential to this country; and I think that 
will be borne out. 


OR RINE 
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Mr. Auten of California. The longer the voyage, the better the 
showing it would make? 

Admiral Denresrink. The longer the voyage, the better the show 
ing, because the size of the ship 1 is such that, if she were engaged in 
coastwise trade, for example, she would never be able to generate 
her speed into the overall operation. 

We have had some very fine indiv idual voyages, which have pleased 
us very much. 

Mr. Drewry. Admiral, before we get too far away from the auto- 
mobiles, about how many are you carrying, now—private automo- 
biles—per month, across the Atlantic. Do you have any figure? 

Admiral Denesrink. Mr. Bull, do you have the figure / 

Mr. Buti. About 2,000 a month. 

\dmiral Denesrink. 2,000 a month. 

Mr. Buti. And about 60 percent back. 

Admiral DeNeprink. About 2,000 a month across the Atlantic. 

Mr. Drewry. And how many would you carry on a Victory ship 
and how many on a Mariner, per shi 

Admiral Denrsbrink. The difficulty in the movement of vehicle 
whether they are privately owned vehicles or Government-owned 
vehicles, has to do with the fact that they take up a considerable 
cubie « ‘“apacity ; but their welgl if capacity is not great. Therefore, 
we have always tried to have a bottom cargo, a general cargo, so as to 
bring the ship down into the water. 

The number of vehicles might be 250 or 350 per ship. We have 
taken one Mariner vessel and put in an additional *tween-deck center, 
so that we were able to carry a considerable number of vehicles— 
private vehicles—in that manner. 

Mr. Drewry. Is there an average cubic capacity per private vehicle 
that you calculate on ?/ 

Mr. Buti. 15 measurement tons, per vehicle. 

Mr. Drewry. So, with all the vehicles you could carry on a Victery, 
let us say, you would still have a very light ship, and you would be 
affected by the same problem that I believe some of the private in- 
dustry representatives mentioned in that their steamship operation 
would require the carriage of bottom cargo, to balance the light cargo. 

Then, at 2,000 a month—and you have to carry them, and you are 
directed by the shipper services to carry that quantity per month ? 

Admiral Denesrink. That is correct. 

Mr. Drewey. So I gather from what you said that it would be 
impractical—in fact, the shipper services would not allow you to let 
those private vehicles pile up until they could be carried on a space- 
available basis. 

Admiral Denesrink. Well, the very numbers of those vehicles 
prohibit their being carried on a space-available basis. We carry 
private vehicle on the ships in the various parts of the cargo hold; 
but the very numbers involved at the present time, because of the 
deployment of our American forces overseas, have removed all pos- 
sibility of our carrying them on a strictly space-available basis. 

We have to devote ships to the movement of private vehicles. 

Mr. Drewry. Then you not only have the question of prudent man- 
agement, from the economic standpoint, but also the question of pru- 
dent man: igement of the steamship operation, that practically compels 
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you to d nln ships to the carriage of private vehicles; and then, to 
balance the ship off, you must have good operation, loading the ship 
th bottom ¢ cargo, so that the private-vehicle movement itself would 
dictate the size of vour fleet of dry cargo ships to some extent; would 
it not? ’ 

Admiral Deneprinx. We have made a study, taking the number 
of dry-cargo ships suitable for overseas transportation, and we feel 
that, if the private vehicle lift continues on the same scale as it is 
now, that we will require all of those dry cargo ships for the movement 


Mr. Drewry. Aside from any other consideration, you would 
quire those ships ¢ 
\dmiral Deneprink. That orrect. 


Mr. Auten of California. Admiral, would that also imply that in 
order to meet the requirement of moving private vehicles and then 

ne that ship for bottor carg@moes, that you would take cargoes that 
would otherwist vo on i. berth-line sh pe 


Admiral Denreprink. Yes. and that has been one of the conflicts 


between the berth operators and MSTS; because good seamanship 
vould require us to put tl » ship down low enor oh in the water so that 
he could make a good vovage. So we bottom stow ee ee 
eral ¢ reo bound aiong that route, and the berth operator feels ve ry 


ippy. it seems. at seeing a cargo which he feels aad eo in his 
S| » being diverted to a nucleu fleet Snip. 


But in view of the fact that we are permitted to use our nucleus 


fleet ships as the first matter of priority, we have gone along on that 
d we are wit! our rights. ; 

I do feel, however, M { man, that the reduction in the number 
ot Grove rnment-owned Oo neral wrency ships, as refi eted on this chart, 
does show and does prove concli ely the good intent and the healthy 
ittitude of MSTS i ipport of the joint memorandum of acreement. 

And with the turning of m: Vv ren on Sag ners, and the com 


nletion of the ply season 1} » Nort rea, at the present time 


I plan to tum n those 8 Victory a ps aie completion of this cur- 
rent re ipplvy season, and, per qing’ some unfore eel development, | 
tend next year, when t > progral oes virtually completed, to 


employ private ships up there, so we will ia e, then, in the salmon- 


color 6 CI-MAVIS currently employed in the Far East. 


Now, I think you should note the 2 shades of green. The heavier 
ide is the fast chartered p, the Victory type, or thereabouts. The 
liaht shade i: the slow Liberty type of chartered Ip, chartered on 
time-charter basis. You will Ci bedtineniabedee + that we had, 
the decreasing, small number that we now have. I rs nk this 
or} oe we had 18 time-chartered. We are trvyu om ( ually to 

1 


hat is in keeping with our orders, ands Siar talline 


dum of agreement. 

Before the Korean war we had a total of 20 ships under charter 
How m iny we will get down to, I cannot prophesy. I have reduced 
hat to the minimum at the present time. 

We do charter ships for full shiploads of ammunition—special 
cargoes and I have some commitments which require me to keep some 
of those ships available; but this has been a reduction in keeping 
with my directive. The remaining ships above that reflect the few 


reduce them: and t 


ermemenanem 


emmrren e 
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foreign-flag ships—I presently have 5—2 are amphibious-type ships 
employed in the Caribbean; 3 are heavy-lift ships which I employ 
in Japan. The light gray above the red indicates the privately 
owned and operated oil tankers which I charter each month on the 
voyage basis. 

You will notice over here the number w: is quite large. I believe that 
over the past year we have averaged 25 per month. We got down here, 
in May and June; so I think we only had 1 or 2; and in July, we get up 
to the neighborhood of 20: so our total number of 295 reflects a reduc- 
tion in my fleet of over 50 percent from July. 

] woul | like now to refer you to a matter that I know is of interest. 
This is chart C-5. That shows the dry cargo, by type, in 1954. I 
believe that at the time I came up here last March, the month of 
January was the last month that I had here; and I would like to 
state that the month of July 1953 was our biggest month in the 
movement of dry cargo. We lifted 1,750,000 tons. We have had a 
sharp reduction in that; and you will notice the reduction in cargo 
follows the reduction in the size of my fleet. 

One of the important matters whic h your committee is investigating 
is the contribution to the berth oper ators, and I wouk | like to dwell 
on that a little bit; but, to refresh your memories, the red shows the 
amount of cargo and the pe rcentages ¢ arried in my nucleus fleet, dry- 
cargo ships. They number fewer than 20. 

The gray shows the amount weeriel in the berth-line ships; and 
I would like to point out that that is allocated to the berth lines 
irrespective of whether they are subsidized or nonsubsidized. 

The black is that which is given to the time-charter ships. Here 
is a little blue segment for a voyage charter, and the buff color is that 


which is given in the general-agency ships. 

With the end of the Korean war there was a sharp reduction in my 
business. : went through a real business recession. When my busi- 
ness falls tt, however, I am confronted with the continued employ- 
ment of time-chartered shi ps, until their charters expire. l am 


also con tal ted with the continued emp dagihed t of my general-agency 
ships, so as to permit a smooth flow of those ships back to the reserve 
fleet. 

But, for your information, it was in the month of July, the biggest 
cargo month in my history, that we issued orders beginning the lay- 
up of the Government owned general-agency ships; and we * id 141 
of them at that time. The percentage of dry cargo carried in fiscal 
1953 during the height of the Korean war was 45 percent. "7 hese 
tonnages and these percentages reflect the continued use of berth. 

Commencing in January of 1954, for the months of January, Feb- 
ruary, and March, we had a sharp reduction in dry cargo. Despite 
that, however, percentagewise the berth lines received an increase. In 
January it was 55.5 percent; February, 52.5 percent; and March, 51.1 
percent. 

With my reduction in the general-agency ships and the reduction 
in the time-chartered ships, as their charters expired, when April 
came along with an increase in cargo, you will notice that the berth 
lines carried 57.2 percent, while in May the berth lines carried an all- 
time high of 72.6 percent. 

June, according to my flash estimate, will reveal that 67 percent of 
my cargo was carried in the berth lines. So we have achieved, in a 
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very difficult period of contraction of our work, a very satisfactory 
allocation in consonance with our memorandum of agreement; and I 
am very proud of the manner in which we have been able to reduce 
our fleet by 50 percent, and at the same time abide by the orders under 
vhich we ye which include the priority, first to the nucleus fleet, 
second, to the berth lines; t hird, to the time-charter; and fourth, to 
the general-agency ships. 

Have you gentlemen any questions on this chart? . 

Mr. ALL w of California. We can eo bac ‘k to the charts a little later. 

Admiral Deneprink. All right. 

I now display this chart. I have brought this chart as our forecast 
of cargo requirements up through the month of May, which is the 
latest month for which data were available 

I believe that our forecast of cargo requirements is better now than 
it was a year ago, and it reflects « ‘urves more ne arly along the hori- 
zontal. However, I would like to point out that in the months of 
January, F ener va and March, we were subjected to a gradual de- 
cline in our forecast, which re: ally caused me a lot of troub le, because 
the forecast of cargo requireme nts we nt down faster than I could get 
rid of my ships. Had the forecast held up, I would have been able 
to have oskol my time-chartere a ships and at the same time have 
given the berth lines a much higher percentage than I was able to 
do; but prudent management dict: ied that I use my time-chartered 
ships; and, in a falling market, that put me in a quandary. You might 
notice, here, that in the months of April and May, following the sharp 
decline, we then had an upswing in business: and my forecast for cargo 


i 
a 
a 


requirements for the year that lies ahead indicates that we will average 
somewhere in the neigh borhood of 750,000 to 850,000 tons a month, 
which will be a healthy condition. 

This chart reflects our passenger lift for fiscal 1954, to date; and 
this is chart D-10. I would like to compare the cargo picture with 
the passenger picture. You will notice the sharp decline in dry cargo 
during the first 6 months of fiscal 1954. 

Now, the chart D-10 indicates the monthly movement of passengers. 
You will notice that the passenger lift does not reflect such a sharp 
decline, and, with the exception of the month of February, the decline 
has been of a very gradual scope. 

We have, however, gone below 150,000 passengers a month; and I 
understand that you gentlemen were interested in the forecast of the 
future, and our requirements indicate we will have in the neighbor- 
hood of about 125,000 passengers a month for the next few months. 

Mr. Drewry. Admiral, that is both ways, of course ? 

Admiral Denrprrnk. Yes; that is both ways, and it also includes 
the inter-area and intra-area movement. 

Mr. Drewry. How do the movements outbound compare with the 
movements inbound? Is there any significant relationship there ? 

Admiral Deneprink. Yes; there is significance there. Duri ing the 
buildup and the prosecution of the war in Korea, the outbound move- 
ments in the Pacific were larger than the inbound. We recently noted 
a complete shift in that direction, and our inbound movements are 
greater than our outbound movements. 

Mr. Drewry. How about it, with reference to the North Atlantic? 


ce Re RY ENE 
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Admiral Deneprink. In the North Atlantic, I believe that that same 
trend exists, but not quite so markedly or to the same degree as in the 
Pacific. 

Mr. Drewry. There is a greater inbound movement, then, at 
present ? 

Admiral Deneprink. That is correct. 

It is a passenger-operator’s dream to have people going always both 
ways in the same number; but we have never been able to achieve 
that. Of course, this could be thrown into great difficulty by any 
change in policy. 

Referring now to the chart E-3, this reflects our movement of 
petroleum in fiscal 1954. You will notice that the petroleum chart 
reveals a more horizontal line with regard to the monthly movements. 
By that I mean that the cargo chart revealed a sharp decline. The 
passenger chart revealed a more gradual decline. 

I think that this petroleum chart might be stated to indicate a more 
equal monthly movement; but during the month of November 1953, 
and to date, the gradual decline follows almost a straight line. 

The forecast for our petroleum movement for the months that lie 
ahead indicates that we will not lift during fiscal 1955 as much 
petroleum as we lifted in fiscal 1954; and I have a chart which would 
be helpful in that direction. 

I have put these cargo, passenger, and petroleum charts up, and, 
at the same time, left this chart showing the size of the fleet, for your 
comparison. 

This chart shows the fiscal 1954 income and expense by months. 
The black column indicates the income which I generate, using my 
tariff rates; and the red columns indicate the the cost of my operation 
and the expense which I have to pay for it. 

This indicates a gradual decline in both income and expense, down 
to the month of April; and the month of May indicates an upswing 
in my business, which is also reflected in the other charts. 

I have been fortunate in generating a profit each month; and, at 
the present time, we look as though we are going to generate some- 
where in the neighborhood of $65 million profit this year. 

I would like to refresh your memory by saying that last year, fiscal 
1953, our income was $704 million and our expense was $700 million. 
Then that question might well be asked, “Well, how do you suddenly 
generate profit?” And again I remind you of the fact that, at the 
beginning of the fiscal year 1954, there was an end of hostilities in 
Korea. Operating a war generates certain extravagances. We find 
reflected in our affairs here a profit due to the cessation of those ex- 
travagances; and I would remind you that among them, first, we had 
the extravagance of having approximately 100 cargo ships in the 
Japan-Korea area which were out there waiting discharge, or perhaps 
acting as floating warehouses. 

With the end of the Korean war we do not have that many ships 
out there, and hence the per diem operating costs of those ships gen- 
erate quite a saving. 

Secondly, we have eliminated the area and superarea bonuses in our 
wage scale. That has made a material reduction in our expense. 

Third, we have been able to charter our privately owned tankers 
at the going market rate, at a material saving to MSTS; and that all 
adds up as three major factors contributing to these surpluses. 








55S MILITARY SEA TRANSPORTATION SERVICE 


Mr. Auven of California. Admiral, what disposition do you make 
of the surpl st , Income over expense ¢ 

Admiral Deneprink. That is returned to the services. 

Mr. Auten of California. On some pro rata basis? 

\dmiral Denreprink. It is returned on a strictly pro rata basis; 
and for the first 6 months of this year we turned back $34.3 million 
on a pro rata basis; and that was with the approval of the Secretary 
ol Defense. 

Concurrently, the Secretary of Defense reduced the transportation 


money of the three services by the same total; and that meant that he 
had $34.3 million of unobligated money available to him. 
lt a saving to the Government in the end result, and we are con- 


ig to do that. and to retw 1 that money to the services as a saving 
to the Government. 

This chart G-15 reflects the profit which les in the various cate- 
gories of my operatio1 We have to watch that very carefully. And 
starting at the upper left-hand corner, you will notice that my nucleus 
fleet of cargo ships venerate a profit for me and that when we vet 

time-charter ships, you will notice that 
generated a profit; and then this 


has declined but we are still in the black. 


The explanati this: We were operating in the red when the 
charter rate was in the neig rhood of $1,800 a day, or even down 
to 31.600 a da : but. with the } revalling ch irter rate in the neigh- 
borhood of $1,550 a day, we are able to generate i profit. 

| declin the last few months is due to the increasing number 
of time-charter ships that I have in my fleet, as you can see on this 

hart B-5. In the general agency ships I have en able to generate 

profit there, and this reflects the profit which I generate in mv 
Mat r ships. For the voyage charter cargo ships I just about break 
evi L\ li i¢ foll \ thre © ling 

| moving to the berth lu oe have two types of berth operations. 
I have shipping contract th almost al] the American flag berth 
lines, whether they are subsidized or nonsubsidized; but in certain 
cases I must pay the going commercial rate, and so I isolate that in 
the chart. That is shown as “berth term.” 


The shippn gY contract nad ites that I have made a profit for seyv- 
eral months; and for 3 months I have shown a slight loss. This re- 
flects very favorably with respect to fiscal 1953, when I constantly 
showed a loss in that category. 

You might want to know that in the shipping contract I get a de- 
‘rease in the going rate, regardless of how much cargo I carry; but 
if | carry more than 3.500 tons in a ship, | get an additional decrease. 
If | Carry more than 5.000 tons, | vet a still oreater decrease in the 
rate. This is completely consistent with commercial practice, and 
is a typical decrease in rate which any large customer can expect from 
the shipping industry. 

In the berth-term picture I show a consistent loss; and I have en- 
deavored to get an increased number of shipping contracts in order 
to avoid that picture. 

It is going to cost me more money in fiscal 1955 to move my cargo 
than it did in fiscal 1954 because of my almost complete reliance on 
moving my dry cargo in the berth lines. I estimate that it is going 


{ 
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to cost me $30 million more to move my cargo in the berth lines than 
it would if I employed time-charter and general agency ships. 

Mr. Auten of California. Do you have an estimate of how much 
tonnage that will represent ¢ 

Admiral Denesrinw. At the moment, sir, the figure escapes me, but 
it has been carefully calculated in drawing up our budget for our 
internal administration and fiscal management. 

Mr. Auuen of California. The point I would like to show, if you 
can furnish the figure, is this: It may be, if we know the tonnage, we 
will als ) know what mMcome there would be on the berth lines the 
amount of revenue and Poss bly we would be able to tell how much 
the recapture | increased by virtue of that tonange. 

We would be very much interested to know whether the recapture 

is much, or less, or about the same. 

Admiral Deneprink. Well, I would like to remind you, sir, that 
we move this berth cargo, not only in the subsidized lines, where the 
recapture feature is in e\ dence, but we also move our berth cargo in 
the nonsubsidized lines, where, as I understand it, there is no recap 
ture feature. 

My recollection is that we carry cargo indiscriminately in these 
two different categories of both lines: so it may present some comput- 
ing difficulty. And I would remind you, also, that the recap- 


ture feature does not go on an annual basis, but goes on a 10-year 
- a oe = ‘ | ] 4 . ‘ 
average basis, which makes if inereasing tly difficult to compute a re- 


capture feature for any 1 fiscal year. 

(Discussion off the record. ) 

Admiral Denesrink. Now, to continue, my passenger business, 
using my nucleus fleet ships, shows varying periods of profit and loss. 
I might tell you that in these two months of January and February, 
where we show a loss, that is for the record; but it was due to a mis 
take which was made in our comptroller’s office, and we a tually ven 
erated a shght profit during those 2 months. 

We have shipping « ontracts with the United States Lines and Amer 
ican Export Lines, and that operation runs us pretty much at the 
ZeTO line. 

Now, moving to the petroleum, | have some ships under time- 
charter with the Orion Shipping & Trading Co.. for a 5 year period, 
and only 2 of the ships have reported for duty; but they generate a 
profit for me on a small scale. My nucleus fleet tankers, of which I 
have only 9, and 5 of them are being inactivated, show a slight profit. 

My contract-operated tankers—and I currently have only 47—they 
generate a profit. Here, we show a loss, because we had a little bad 
luck; and I think we had a couple of them go aground about that time, 
and the cost of repairs was considerable. On our voyage-charter 
tankers we show a profit. We had very few in these last months, and 
hence the profit was less. This is always interesting to me, sir—the 
different profits and losses. 

This is chart H-2, which shows the basic annual wages; and I 
brought that up to date as of June 1, reflecting recent pay-period 
increases. 

Two significant changes appear. I call your attention to the fact 
that 41 percent of our total ship operating expenses are crew wages. 
That figure was higher when I appeared before you gentlemen pre- 
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viously, and my recollection is that at one time it was 46 percent; on 
another occasion, 44 percent. 

I would like now to call your attention to the amount of overtime. 
Currently we estimate that we pay 27 percent for our overtime. On 
my first appearance up here, that figure was 40 percent, and it then 
dropped down to 35 percent. We are endeavoring to reduce our 
overtime. 

Mr. Auten of California. Admiral, the ‘figures here, showing the 
wages paid, include the overtime; is that correct ?¢ 

Admiral DenepertNK. No, sir: these figures on the chart are the 
basic annual wages for the licensed ratings and for the unlicensed 
ratings. The overtime is in addition to that. 

Mr. Auuen of California. With full employment you would have 27 
ercent ¢ 

Admiral Denrnrink. That is correct. I would also like to say that 
in the case of some of the licensed personnel, in some cases they are 
not permitted to have overtime. However, in those cases they then 
get a boost, supposedly. For example, the master of this P-2 trans- 
port would get $1,400, because he was not permitted to draw overtime: 
so that would bring his pay to $17,000. 

Mr. Auven of California. Do you have an instance of where the 
master draws less than the chief engineer or some of the other licensed 
ersonnel ? 

Admiral Deneprink. Yes; I would say that that is quite a prevalent 
condition, where the junior officers and some of the other people who 
are entitled to overtime can take home more money than the captain 
or the chief engineer. 

This chart, H-1, as of April 1, shows the current personnel and 
reflects that in my force, directly employed, I have a total of 24,582; 
and then, in addition to that, we have over in the right-hand column, 
the employment provided by our operations, which we estimate in- 
cludes 17.546.ora erand total of 12.128. 

I have another chart here, which I think more properly reflects 
the changes in our total personnel. It is H-8, and its total is that 
which was covered on the left-hand part of the previous chart. This 
chart. H-3. which shows the total MSTS personnel directly employed, 
starts back in 1950, with the beginning of the Korean war: and we 
see the buildup from approximately 19,000 to 30,000. 

We now find ourselves in a period of decline: and I have brought 
the figures up to June 1. We are endeavoring to reduce our per- 
sonnel, both ashore and afloat. Our employment afloat, of course, 
is based entirely upon the number of ships that we operate. Our 
employment ashore is coming down. 

I have recently issued orders to reduce my shore establishment 
by 290. The figures were a total of about 4,000 people ashore; and 
I am now down to 3.700; and I am coing to be down much below 
that. 

I have one more chart, which reflects my traffic cost per mile, and 
1 think it is a fair measure of our business over the past 4 years. 
The unit of cargo is the measurement ton moving 1,000 miles. In 
fiscal 1951 we moved 20 million tons, which we moved at a cost of 
$4.91. In fiscal 1952 we moved 27 million tons, which we moved at 
a cost of $4. In fiscal 1953 we moved 28 million tons. at a cost of 
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$3.63; and this year, from July 1, 1953, to March 31, 1954, we moved 


17.4 million tons, at a cost of $3.75. 

This increase, in my opinion, reflects the greater part of the cargo 
which is being moved ‘by berth. 

In passengers, the unit is moving 1 passenger 1,000 miles. In 
fiscal 1951 we moved 1,700,000 passengers at a cost of $31.81; for 
the fiscal year 1952, we moved 2,400,000, at a cost of $19.32; for the 
fiscal year 1953 we moved 2,600,000, at $20.25; and for the first 3 
quarters of fiscal 1954 we moved 1,500,000, at $19.79. 

This seems to indicate a pretty normal range at which we can 
achieve operation of our passenger fleet. 

In petroleum we move a long ton 1,000 miles. Here we see the 
picture of increased cost. In fiscal 1951 we moved 100 million barrels 
at $1.65. In fiscal 1952 we moved 111 million barrels at $1.84. In 
fiscal 1953 we moved 132 million barrels at $1.91; and for the first 3 
quarters of this year we moved 98 million barrels at $1.67. 

We have analyzed this situation and reflected that, as the volume 
increased in fiscal 1951, 1952, and 1953, we had to go out into the 
private market to charter private ships on a voyage basis, to take care 
of our expanded requirements. <A little over a year ago we got au- 
thority to charter these tankers at an open-market rate, rather than 
paying the pegged rate of Maritime plus 25 percent, which had been 
agreed to when the voluntary tanker pool was established by the 
industry. 

The tanker market is in sore straits at the present time. The go- 
ing market rate is depressed and that is reflected in the reduced cost 
of our current operation. 

Mr. Drewry. Admiral, before you leave that chart, you have re- 
ferred to the shortage of tankers available at the open-market rate. 
What, exactly, do you mean when you say you got authority to go 
into the open mar ket? Who or inted the authori ity ¢ 

Admiral Deneprtnk. At the time that the Korean war began, Mr. 
Drewry, there was a shortage of tankers. The number of tankers 
available to MSTS to move our petroleum was not adequate to take 
care of our total lift. The tanker industry was enjoying great pros- 
perity. The open-market rate, so I am told, got as high as the Mari- 
time rate plus 200 percent. Faced with the problem of chartering 
tankers, American-flag tankers, at those high rates, posed a problen 
to MSTS. Conferences were held and the representatives of the 
tanker industry agreed to form what was known as a voluntary tanker 
pool by whic h they would make their tankers available to MSTS in 
rotation, at a rate which was set by the Chairman of the Federal 
Maritime Board, at Maritime plus 25 percent. 

I believe it is fair to state thut there were two reasons that prompted 
this action on the part of the tanker industry. I believe that they 
were prompted, first, by a desire to serve their country and as a mat- 
ter of their patriotic impulse. I believe that “ -y also wanted to pre- 
vent their tankers from being requisitioned by the United States 
Government. By that instrument, this tanker pool was formed, and 
we obtained our tankers from them in rotation. 

It is very interesting to note that at this time the tanker industry 
was beseeching us to operate our Government oe tankers more 
efficiently, more economically, and more vigorously, because the more 

15110-—54—pt. 2——--2 
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we got out of our tanker fleet the fewer tankers we would have to 
get from the voluntary tanker pool. I just mention that because now 
we are under sharp criticism because we are operating our (sovern- 


ment-owned tanker fleet at all. But when the tanker market went 
nto a sharp decline, about March of last year—March 1953 and the 
rate be van to fall off and the going rate was less than Maritime plus 


sv percent we did not feel that it was in the national interest that 
we sho ld continue to pay this pegged rate of maritime plus 25 percent, 


So the tanker industry and the Chairman of the Maritime Board 
Lol d to pern Cus to go into the opel market and negotiate for the 
waber of tankers which we needed, at the FON market rate. This 
is permitted us to save a considerable sum of monev. because at the 


present time the FoIng market 1 ite is down to about Maritime minus 
55 percent, and we have closed for somewhere in the neighborhood 
of 400 ovyage charters of tankers since the an invement was entered 

tO, and My recollection is that it has been at a saving to the Govern 


nt of somewhere in the neighborhood of $19 million. 

Mr. Drewry. | think you have answered my question, when you 
poke of getting a ithol Cy to stop using thi pool at the voluntary pool 
ile | authority came Trom the } embers of the pool, itself ? 


} } 5 * 17 . ° 
Admiral Denreprink. It was with their concurrence, and I would 


} tS — 4 ] ] 4 1; 
Ke to Turther add that the voluntary tankel pool has le been dis- 


established: it is ll in existence: it is still capable of being’ em 
ployed; and that is also with the support of the tanker industry. 
15 tive ise o] oluntary tanker pool at the present time is being 
hela ibeyance because of ft le v rate on the open market 

M Drewry. I was interested in the fa { there Was a dlp by virtue 
of the voluntary tanker pool, but when it gets below that, there seems 
to be no floor, no matter how bad the situat on gets. 


\dmiral Denrsrink. I would also like to put in the record the fact 


it, at the Maritime plus 25 percent, private operators show a profit, 
rto our calculations. 


oradaine 


i hat complet s the charts, wh ch have been brought up to date, Mr. 


Dalila, 
Mr. Aten of California. Thank you, Admiral. The charts which 
‘ } | 


have been furnished to us may be included in the record at this point. 
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BASIC ANNUAL WAGES PAID BY MSTS TO CIVIL SERVICE CREWS 
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Admiral Denrprink. I would be very happy, Mr. Chairman, to 
add to my testimony the observation that at the present time, as com- 
mander of MSTS, we find ourselves, in the beginning of fiscal 1955, 
with our fleet reduced to fewer than 300 ships, and a minimum of 
Government-owned, general-agency ships, and time-chartered ships, 
operated under our control. This places a great responsibility upon 
the berth lines to move our dry cargo, and, as our commercial fleet 
has been reduced in size, I would like to testify that the berth oper- 
ators have been able to move our dry cargo on the routes for which 
they are responsible. 

You should bear in mind, of course, that a berth line must continue 
to travel the route for w nice it has been accredited. A perus sal of the 
chart G—5 will indicate the increased percentage that has gone to the 
berth lines. It indicates the reliance that I must place upon the berth 
lines for my normal operation, and I think it is significant that the 
Ame ‘rican privately owned merchant marine is carrying on this func- 
tion to my complete satisfaction, that it is meeting the demands which 
have been made upon it, and it is completely justifying the memo- 
randum of agreement between the Secret: ry of Defense and the Secre- 
tary of Commerce, in requiring the maximum practicable use of the 
private bert] \ lines, consistent with military requirements. 

Now, I fee ! that the continued use of berth lines to such a high per- 
centage may involve increased cost of the movement of dry cargo, 
but I feel that when all the factors are taken into consideration, 1n- 
cluding the recapture clause, of subsidized berth operators, and the 
defense features inherent in our private merchant fleet, that we have 
here a complete picture of the reliance of the Defense Department 
upon our private merchant marine, and a justification for the exist- 
ence of that merchant marine. 

Mr. Auten of California. Thank you, Admiral. 

In connection with your testimony, I may say, though this is some 
what collateral to the hearing, our committee has had two bills before 
it, recently, for the disposal of C1 MAV1’s to foreign nationals or to 
foreign countries. Could you give us an opinion as to whether a 
certain number of CI-MAVT’s should be kept on hand or in the laid-up 
fleet, or used in connection with operations for which other ships are 
not suitable. 

Admiral Denerrink. I have a very high regard for the CI-MAV1 
as a dry-cargo ship of small size, capab le of getting into out-of-the- 
way places, and while I do not have immediately available to me the 
figures as to what our requireme nts would be, in mobilization for 
C1-MAYV1’s, I feel that the CI-MAV1 is a very useful vessel, and I 
would just naturally be not sympathetic to their being taken away 
from our American merchant marine. 

Mr. Auten of California. A similar question in a way confronts 
the tanker fleet. We have had 2 bills, 1 before our committee, which 
passed the House a year or so ago, and which provided for a situation 
in which two T-2’s probably could be turned in against the price of 
building a large tanker at an expense of probably $7 million. 

We have another bill before the Armed Services Committee, today, 
I believe, which started out as a trade-in bill, on a little different basis, 
backed up by the time charter of 10 years, to the Navy. 
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I was wondering whether it is contemplated that the time-chartered 
tankers would go into the MSTS operation, as I take it, but would 
not be a part of the nucleus fleet—or would they ? 

Admiral Denesrink. I would like to go into that a little bit, because 
the so-called trade-in-and-build legislation is not a part of, and has 
no relationship to the Department of Defense legislation for the long- 
term chartering, for a period of 10 years of 20 supertankers. 

The legislation that was advocated by the Department of Defense 
in connection with those 20 tankers called for the chartering, for a 
10-year period of 20 ships, which were to be built by private capital 
and operated by private operators. With some amendments, that 
legislation, which [ have roughly outlined, passed the Senate. When 
it came up for consideration in the House, the House Armed Services 
Committee injected the use of Government money as opposed to pri 
vate money and private operation. 

The hearings before the Armed Services Committee this morning 
indicated, according to my information, that the House Armed Serv- 
ices Committee is reporting out the Vinson amendment to the original 
legislation which means that the House Armed Services Committee is 
going to the House with a Government appropriated version of the 
tanker bill. So that reflects the confusion in which I find myself from 
time to time, in that I am criticized for operating Government-owned 
tankers and we then put up legislation for privately owned tankers; 
which would have led to my turning in 47 T-2 Government-owned 
tankers, placing them in the reserve fleet. And now we have the 
House Armed Services Committee by amendment injecting the fea- 
ture of Government ownership again. 

Mr. ALLEN of California. I assume the bill as it was sent up here 
to the Senate and House was in the form that was thought best to 
protect the operations you have 

Admiral Denrertink. Yes. The legislation that originally went to 
the Senate and the House called for the chartering of these vessels 
for a 10-year period. The ships had to be built by private capital and 
to be properly operated. I have testified that if Government owner- 
ship is to be finally decided upon by the legislative branch, I would 
continue to operate those ships by private operators and using pri- 
vate merchant marine crews, even though the ships are Goverment 
operated. 

In other words, I would continue to do what I am doing now with 
my Government-owned T-2 tankers. 

Mr. Atien of California. I do not exactly understand the arrange- 
ment. Isit a general agency of some type ¢ 

Admiral Denerrtnk. We entered into a contract with private com- 
panies, and they operate the ships for us. It is a form of general 
agency. 

Mr. Auten of California. You would bareboat the ships, and take 
them back on a time charter? 

Admiral Denresrink. No, I would not bareboat the ships to them. 
I would just fit the ships out, and I would pay for the cost of the 
operation, and I would give them a daily fee for their operation. 

Mr. Auten of California. It is somewhat similar to a general 
agency, is it not? 
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Admiral Deneprrnx. That is correct. 

Mr. Auuen of California. Thank you very much. 

Are there any questions ? 

Mr. Drewry. Admiral, on the subject of the tankers, since you ap- 
peared last, there has been a certain amount of testimony, suggesting 
that in view of the availability of privately owned tankers at this time, 
which are laid up through lack of employment, a desirable program 
might be for the MSTS, pending construction of more vessels of the 
Orion class, or these long-term c charters, which are comparable under 
this bill with the Government-owned tankers, to be laid up and 
arrangements made with the owners of the privately owned T-2’s, for 
instance, which are presently laid up—and I do not believe, at the time 
you appeared, that there was any particular discussion on that point; 
and I would like to have your comments on those proposals. 

Admiral Deneprrnx. Well, I am very happy to give you my com- 
ments in that connection. 

We started out our operation with 55 Government-owned T-2’s. We 
entered into a 5-year charter with the Orion Co. for 4 supertankers, 
for 5 years. At that time I voluntarily laid up 8 Government-owned 
T-2 tankers; because I thought that that was in the spirit of what we 
were attempting todo. Those 8 ships have been laid up, and I now find 
myself with 47 Government-owned T-2 tankers, which are operated by 
4 private companies, using civilian merchant marine crews. Two of 
these companies are on the east coast and two are on the west coast; 
and over a year ago, the proposition was first advanced of continuing 
the philos ophy of private money, private ownership, and private 
operation of tankers, to supplant my Government-owned T-2’s. That 
has been prolonged for various reasons, and it had been my hope that 
the legislation which came originally here would proceed to comple- 
tion, and that we have, long before this time, charter contracts for the 
20 tankers; and upon their completion we would return to the reserve 
fleet 37 Government-owned T-2 tankers. That has been delayed. 

In the meantime, privately owned tankers have been laid up, and 
my last recollection is that there were some eighty-odd private Ameri- 
can owned tankers in a state of lay-up of which approximately 50 were 
privately owned T-2 tankers; and the proposition then resolves itself 
into the question, “Why don’t I lay up my Gove rnment-owned tankers 
and charter these privately owned tankers?” 

Well, the situation is not as easy as that. In the first place, what is 
to be accomplished? Who is to be benefited ? My Government-owned 
ships are privately operated. They are manned by merchant marine 
crews. Their stores, the chandlery, the food—all of that comes from 
the same source as in the case of the private ship. The only point of 
difference there would be the point of ownership. The owner of the 
private tanker would benefit. 

Now, then, what would the loss be? It would be up to me to lay 
up my ships. This is an expense; it is a considerable expense. I 
would estimate that it might run to as much as a quarter of a million 
dollars a ship. So I am confronted with an expenditure of Govern- 
ment money, so as to help apr ivate owner and nobody else. 

Then, I am further confused when I find that the House Armed 
Services Committee has rejected the private capital and private owner- 
ship, and has come up with the Vinson amendment calling for the use 
of Government appropriated funds for these new tankers. 
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It does not seem to be logical to me that I should lay up existing 
Government-owned tankers so as to employ private tankers, while at 
the same time the legislative branch is casloate considering the appro- 
priation of more Government money to build more Gov ernment-owned 

tankers. 

So I find myself in a very confused condition. 

Mr. Drewry. You are spe aking as commander of the Military Sea 
Transportation Service. The proposition has been put to the com- 
mittee that the executive department deems that there is a serious 
shortage of tankers in the total American fleet, lay-up and otherwise, 
and is recommending the tanker trade-in bill, which I understand 
has the support of the Department of Defense—very strong support— 
to provide a means for encouraging usable ti anke rs to be put into the 
reserve fleet. But the proposition has been put to the committee that 
an operator, in a depressed market, has three choices; his first choice 
is to lay up, in the hope that things will become better soon; the 
second choice and third choice—if things do not become better’ soon, 
are to seek permission to transfer to a foreign flag, or to scrap the ves- 
sels. Inthe case of scrapping, nobody gains, certainly the total interest 
of the United States does not. And in the case of a transfer of flag, 
we do not have the advantage of having the vessels under immediate 
control, even though they may be transferred to a friendly flag. 

Now, what are your thoughts in that regard, from the standpoint 
of the total picture, and of the fact that if there is to be a lay-up 
program, in order to preserve tonnage, in the national interest, that 
the burden of bearing the cost of that lay-up is much more logi 
cally and properly on the Government, itself, than on the individual 
operator, as is the case at the moment; and should not that be solved 
by, say, having 5-year charters, or whatever length of time you might 
need to get back presently inactive T-2’s, until your new ships and 
new tankers come into being ? 

Admiral Deneprrnk. First of all, I think that our best move is to 
get the new tankers built. I think Mr. Garmatz asked me the same 
questions before the full committee the other day on this matter; and 
the first and best step is to get new tankers built for the American 
merchant marine, so as to increase the mobilization potential of our 
tanker fleet, which is now deficient to the tune of about one and a 
quarter millions of deadweight tons, for us to lay up our own 
Government-owned tankers and take existing privately owned T-2 
tankers under charter, whether for long term or for short term, in 
no way improves the mobilization potential. 

The problem of the private operator seems to be a businesswise 
matter. I do not want to belabor the point, but I think the private 
operators of those same tankers have enjoyed considerable prosperity 
with it; and I feel that they have had a full measure of success out 
of the operation of those tankers, after having purchased them at a 
reduced price from the Government, after World War ITI. 

So that should be borne in mind. Now, for me to lay up, at a cost 
to the Government, my Government owned T-2 tankers, merely to 
trade for some private existing T-2 tankers, I must say that I would 
resist that strongly. I cannot forget that when we took these 55 
'T-2 tankers out of the maritime reserve, in 1947 and 1948, it cost the 
Government $42 million to activate them; and that was the case of a 
$700,000 job and that money is in there, and I am running the business 
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operation, and I must look out for the interests of the Government 
in this thing. 

Mr. Drewry. My point was not to suggest that it might be desirable, 
in order to bale out private operators, but the question, even though 
it does not overcome the existing deficiency by doing this, as has been 
suggested, is there not danger of increasing the deficiency if these 
ships should disappear from American control, with the scrapping or 
the transfer of authority. 

Admiral Denrprinx. I certainly think that it is a very difficult 
problem, and I have no easy solution to it. 

Mr. Garmarz. I think, Admiral, I asked you the other day—or 
several other men who appeared before the committee here—whose 
responsibility it was to maintain a reserve fleet. Was it the Govern- 
ment’s responsibility, or was it the responsibility of private industry 
and private enterprise? But as far as the tanker situation, I think 
the private enterprise today is maintaining the reserve fleet at their 
own expense, with the Government assuming—perhaps not all, but at 
least a part of the responsibility of maintaining the reserve fleet. 

Admiral Denesrrnx. I think I have replied that that was one way 
of looking at it. 

Mr. Atien of California. The committee will recess until 2 p. m. 

(Whereupon, at 12:08 p. m., the committee recessed until 2 p. m., 
the same day.) 

AFTERNOON SESSION 


(The hearing reconvened at 2 p. m., Mr. Allen presiding, and pro- 
ceeded further, as follows:) 

Mr. Auten. The committee will come to order, and will resume the 
hearings. 


STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE—Resumed 


Mr. Drewry. Admiral, while you were talking about tankers, I 
believe you mentioned that it would cost about a quarter of a million 
dollars to lay up the Government-owned T-2’s which you have. Do 
you know how much it costs to lay up a Victory ? 

Admiral Denesrink. Well, I do not have that figure available. We 
have laid up some T-2 tankers, however, and, while I always like to 
be very accurate in my answers, up here, I am of the opinion that the 
figure I gave is a correct figure. When we lay up these ships it is not 
a question of merely inactivating them, but we try to put them in class; 
in other words, we do the repairs necessary to put them in good oper at 
ing condition; and we have been laying up our tankers in the Navy 
Reserve Fleet, and that is a little more ex (pensive than as if they were 
to be laid up in the national-defense reserve fleet, because the Navy 
proc edure involves the item of dehumidification. In other words, they 
install dehumidification machinery, which keeps the moisture from 
penetrating the electrical wiring systems and the generator coils and 
so forth; and that is a more expensive form of lay-up than I under- 
stand is employed in the national-defense reserve fleet, where they do 
not dehumidify their ships. 

Mr. Drewry. These are commercial-type ships; are they not? 

Admiral Denrsrinxk. That is correct. 
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Mr. Drewry. On your acquisition of them originally, are they trans- 
ferred permanently to your custody ¢ 

Admiral Denesrink. Yes. These ships were transferred by order 
of President Truman, and were placed in the custody of the Navy 
Department. 

Mr. Drewry. So, when they are laid up, they would be laid up in 
the Navy Reserve Fleet, according to Navy procedure—the same ‘oa 
cedure, | suppose, that you use on battleships—instead of putting them 
into the national-defense reserve fleet ¢ 

Admiral Denesrink. The ships—the tankers that have been laid 
up—have been laid up in the Navy Reserve Fleet. The question has 
been raised with regard to the future lay-up plans; and we find our- 
selves in the Navy running out of lay-up space in our reserve fleets; 
and the Chairman of the Maritime Board addressed a letter to me to 
the effect that if ships were placed in the national-defense reserve fleet, 
there was no assurance that when they were broken out again the Mari- 
time Administration would reallocate them to the Navy. This was a 
matter of great concern to me, because we did not want to put some 
money in the bank and then not be able to write a check against that 
account. 

I understand that there is a difference of thinking at the present 
time, and Mr. Rothschild has indicated that he no longer supports that 
thinking; so it is entirely possible that at some time in the future we 
might lay up these tankers in the maritime reserve fleet, with com- 
plete assurance that if we needed them again we could break them out 
and have them reallocated to Navy use. 

Mr. Drewry. First, on the question of availability of the vessels 
— the need for breaking them out, can you break them out faster on 
the Navy method than you ean under the maritime method ¢ 

Admiral Denesrink. I would not know, authoritatively. I would 
not want to give a definite answer, there. I would like to say that, 
when we had occasion to get some Victory ships, last March, in 1953, 
we broke out 30 general-agency ships from the national-defense re- 
serve fleet; and I am keenly interested in such statistics, so I kept a 
record; and my recollection is that those 30 ships were broken out of 
the national-defense reserve fleet, they were dry-docked, they were 
husbanded, they were crewed, they were placed on berth; and the 
average time for the entire 30 ships was 20 days; which I thought 
was an extremely fine performance. 

So I want to make that statement at this time. 

Mr. Drewry. Do you have any thought about the comparative cost 
of breaking out a Navy Reserve vessel, as against a reserve fleet 
vessel ? 

Admiral Denesrink. I do not have it available right now, sir. 

Mr. Drewry. When would it be available? 

Admiral Denrsrink. Well, I feel that so many ships have been 
broken out of the Navy Reserve Fleet and the national-defense reserve 
fleet that we could obtain those figures for you; and I would be happy 
to do so. 

Mr. Drewry. If you would do it on a basis that would afford a 
parallel comparison 

Admiral Deneprtnx. Yes. 

Mr. Drewry. If—thinking again about these tankers—if you 
needed to study the cost question, and if you needed tankers in a hurry 
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in the event of a further emergency, the voluntary pool would be 
immediately available to you, would it not! 

Admiral Denesrrnx. That is correct. 

Mr. Drewry. And they would, under that pool arrangement, aban- 
don whatever commercial enterprises they had, in order to meet your 
requirements first / 

Admiral Denesrtnk. That would be my understanding. 

Mr. Drewry. Then, of course, the next step would be to requisition 
them ? 

Admiral Denrsrink. That is correct. 

Mr. Drewry. But, for the initial impact, you would have available 
whatever commercial tankers were in operation / 

Admiral Deneprin«. That is correct; but I would remind you that 
the lack of tankers at the time of the Korean emergency, and the lack 
of availability of them to the Department of Defense, was what led 
first to the rapid escalation in the rates of the private tankers, which 
in turn led to the creation of the voluntary tanker pool, at the pegged 
rate; and that would seem to me to be a logical sequence of events in 
any future emergency. 

Mr. Drewry. Admiral, on the expiration of the general-agency 
arrangements on the Mariners, they will go into lay-up, or they have 
been going into lay-up. Do you have any thought on the cost of pre- 
paring them to put them into 1: ay-up ? 

Admiral Deneprink. The inactivation cost of the Mariner has not 
been very great. While I do not know the exact figure, I would hazard 
the estimate that to put a Victory ship into lay-up would be less than 

$50,000 a ship. I know that the cost of activating the Victorys which 
we broke out was estimated to be $90,000 a ship; but the subsequent 
bills which we have received indicate that the actual cost of activating 
those 30 Victory ships came closer to $100,000 a ship; and when they 
were subsequently inactivated, it seems to me that the cost of inactivat- 
ing them was somewhere between $30,000 and $40,000 a ship. 

I have no figure in my mind as to the cost of laying up the Mar- 
iners. Actually, while we have delivered the Mariners to the Mari- 
time Administration, I do not know that they have actually proceeded 
with the laying-up of any of them. We will have to pay for the cost 
of that, but I do not know that they have actually processed any of 
them through the lay-up now. 

Mr. Drewry. They will, of course, be laid up in the national defense 
reserve, too, will they not? 

Admiral Denesrink. That is correct. 

Mr. Drewry. And you say you have to pay the cost of inactivation? 

Admiral DenrerinK. That is correct. 

Mr. Drewry. You do not pay the cost of activating? 

Admiral Deneprink. Well, they were delivered from the building 
yard; and I felt so strongly that we should, in the national interest, 
operate them through the 6-month period, that the cost of outfitting 
them and husbanding them, and the subsequent cost of lay-up, we will 
have to bear, although we won’t get the benefit of their operation, ex- 
cept for the 6-month period. 

Mr. Drewry. On other ships taken out under the general agency, 
do you bear the cost of inactivation and activation ? 

Admiral Denrertnk. We pay them both. 

Mr. Drewry. You pay them both? 
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Admiral Deneprink. Yes, sir. 

Mr. Drewry. Still on the tankers, there is one point which I think 
might be enlarged upon a little for the sake of the record. There has 
been a great deal of reference to the Orion tankers, and I am not 
sure that the record clearly shows what that situation is. 

I gather it is a 5-year time charter; that is, on a limited number 
of vessels, in the face of recently proposed legislation, for 10-year time 
charters. I wonder if you could explain briefly what the situation is 
with regard to the Orion vessels, and as to why you need special 
authority for 10-year time charters, when you have the authority to 
make 5-year time charters. 

Admiral Denresrtnk. About 2 years ago, the Orion Shipping & 
Trading Co., headed by Mr. Goulandris, came to the Commander Mili- 
tary Sea Transports ation Service with an offer to charter four ships 
under a long-term charter. These ships had already been designed, 
and they were under construction by the Bethlehem Shipbuilding Co. 
The Orion Co. was anxious to charter them for a long-term period, for 
their own reasons; with which I am not acquainted. 

As I understand—and bear in mind, I was not there—the charter 
rate which was offered them was so attractive that it was in the Gov- 
ernment’s interest to accept this proposition. The result was that the 
charter contract was drawn up and approved by the Secretary of 
the Navy—at that time, Mr. Dan Kimball. The terms of this 5-year 
charter for the four vessels called for $3.90 per deadweight ton, with 
an escalation feature based upon future dee rease in costs, which might 
bring the charter rate down to as low as $3.70 per deadweight ton. 

Now, this extremely favorable rate was most attractive to the 
MSTS; and it was accepted. The Secretary of the Navy had au- 
thority to enter into this charter contract, which gives the total 
charter hire for the 4 ships over the 5-year period. It was, dollar- 
wise, within the amount of the corpus of $100 million, which had 
been provided through MSTS. Two of the ships have been delivered 
to MSTS, and are operating; and the reason why we had to get legis- 
lation authorizing us to enter into the charter contract for the 20 ships 
was that the estimated charter hire for the 20 ships over a 10-year 
period would exceed the operating capital of MSTS; and therefore 
it was deemed most appropriate that the legislative branch authorize 
the Navy Department to enter into that charter. 

Mr. Drewry. The fund which you mentioned is the so-called Navy 
industrial fund ? 

Admiral Denesrtnk. That is the naval industrial fund, under 
which MSTS operates. 

Mr. Drewry. And that is a revolving fund, is it? 

Admiral Denesrink. That is correct. 

Mr. Drewry. This basic $100 million corpus is replaced by what 
you take in under your rates ? 

Admiral Denesrtnx. That is correct. We were given originally 
a corpus of $100 million. Subsequently it was found that we did not 
need that much, and it has been reduced to $85 million. In other 
words, we have turned back $15 million to the Government. 

Now, using that corpus to meet our current expenses, we then per- 
form work for the Army, Navy, and Air Force at established tariff 
rates. We generate income, which is used to pay our operating costs; 
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and if we do well, we will generate a surplus; if we do not do well, 
we will operate at a loss; and our aim is to break exactly even. 

Mr. AuLen of California. Admiral, with regard to these proposed 
10-year charters, do you have any assurances of transactions that are 
not necessarily firm assurances, but reasonably so, that you would 
have some transactions into which you could enter for the construc 
tion of those tankers, if the 10-year charter were negotiated ? 

Admiral Denesrinx. Yes; we have had what I would call great 
interest in our proposed program. After our Orion charter, and 
in November 1952, MSTS went out to the oil-tanker industry and 
asked for firm offers for other time charters of new super tankers. 
Some 15 or 17 offers were received. However, these were not geared 
in with a firm set of specifications, and they varied in many particu- 
lars, and it was not possible, for me at least, to evaluate them. 

It was after this occurred that the National Security Council 
directed the Secretary of the Navy to conduct a study of the propo 
sition of the long-term charter of new-construction tankers: and that 
study was made and given to the Secretary of the Navy on August 19, 
1953. Our recommendation, based upon that study, was to enter into 
a long-term charter for 20 vessels for a period of 10 vears. 

The period of 10 years was predicated upon the fact that we hoped 
to get a cheaper rate than by merely chartering them for 5 years. 
During the 18-month period involved we have had numerous visits 
from interested people in the tanker field, who have shown a great 
deal of interest in the entire project ; and it is my firm opinion that, 
f the legislation went through calling for private capital, we would 
get many offers under the ceiling of $5 per deadweight ton, which was 
pul in the legislation in the Senate in the form of an amendment. 

We have made extensive computations and calculations, involving 
all the elements, and there are certain people in the industry who are 
not interested in this proposition I think it is safe to say that the big 
oil companies are not interested in this project: but there are many 
independent opt rators who are interested, and | feel quite certain that 
this would work out satisfactorily. 

Mr. Avien of California. One other question occurred to me, that 
[ would like to ask, with regard to the relative merits of laying up your 
tankers and using the privately owned, as against the policy now fol- 
lowed. One witness, I believe, indicated to us, in another set of hear 
ings, that the income-tax position of some operators might be such 
that they could scrap their vessels and take the loss on the value that 
was not written off, and use that loss to offset income, and, in effect, 
make them income-tax free. 

Would there be any change in your policy, if you found that there 
were such contemplated scrappings, to meet the need created by such a 
situation ¢ 

Admiral Deneprink. I think that becomes pretty involved, Mr. 
Allen, and I would be confronted with the problem of a considerable 
outlay of money, which is actual, in order to meet up with a possible 
scrapping of vessels; and I think that that is a decision that is beyond 
me; so that, at my level, I would have to restrain myself, and confine 
myself to looking at the matter from the standpoint of a business opera- 
tion of MSTS, I think, without going too far afield into the overall 
picture. 
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Mr. Auuen of California. Is there anyone who would have the re- 
sponsibility presently of watching the situation and learning what the 
facts might be, from time to time, and presenting them to the level of 
authority that should make the decision ¢ 

Admiral Denesrink. Well, I think you are aware of the fact that 
in 1949 a great deal of pressure was brought upon MSTS, because they 
were operating these 55 T-2 tankers. They had just laid out some 
$42 million to activate them; and the pressure was brought to bear 
upon the Secretary of the Navy, as I understand it, to stop the MSTS 
from operating these Government-owned tankers, even though they 
were operated by private operators, with merchant-marine crews; and 
I believe that I am correct that, out of their having been in operation, 
orders were given to inactivate approximately 25 or 30 of them; and, 
if my memory serves me correctly, I believe that assurance was given 
by Mr. Koehler, who was at that time the Assistant Secretary of the 
Navy, that this would be done. And, while we were in the process, in 
MSTS, of laying up these 25- or 30-odd tankers, the Korean war hit 
us. and we had to go about the business of activating them again. So 
[ presume that such a situation would avail itself again. 

Mr. Avuen of California. Mr. Ray? 

Mr. Ray. Admiral, we have been hearing about the importance of 
the present shipyards, that they must be continued and become strong 
if we carry out the policy of the 1936 act. In this study of the rela- 
tion between the operation of MSTS and the merchant marine, we 
have not taken up that angle. Would you care to explain the opera- 
tion of MSTS as it relates to the shipyards, saying what you care to 
say about the effect of MSTS operation upon the merchant marine? 

Admiral Denesrink. I would be very happy to do so, Mr. Ray. 
The relationship of MSTS to the private shipyards and ship-re — 
facilities differs considerably from the Navy procedure and the Navy 
relationship to the private shipyards. Briefly stated, MSTS conducts 
its own Bureau of Ships. We have the contracting authority to make 
our own overhauls and our own repairs. 

The only ships that we have ever overhauled or repaired in United 
States Navy yards were the relatively few commissioned vessels of 
the N: avy, manned by uniformed crews; and these were approxi- 
mately 25 vessels in number. The MSTS policy has always been to 
have its vessels overhauled and repaired in private shipyards. Our 
reason for that was that our vessels are primarily manned by civilian 
merchant marine officers and men, and that that feature lends itself 
to repair in private facilities. 

Furthermore, we conduct a commercial operation, and it is im- 
portant that we get a quick turn-around and quick repairs, where the 
vessel is. For us to divert a ship toa Navy yard to have it overhauled 
or repaired would be a costly expenditure of time. So, from the 
very inception of MSTS, the emphasis has been placed upon sup- 
porting the private shipya ee and the private ship-repair facilities. 

To that end, in fiscal 1953, 87 percent of our work was performed 
in private shipyards. IT do not have the figures available for 1954 
fiseal year at this moment, but I am confident that that percentage 
of 87 will be exceeded this year. 

The MSTS uses the system of competitive bidding, and we prefer 
to have our ships given their voyage repair at the plac e where their 
business takes them. We prefer to Shave our ships given their annual 
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overhaul in their home ports. Our principal ports are New York, 
on the east coast, and San Francisco, on the west coast. There is gen- 
erally an adequate number of bidders, there, to insure that the Gov- 
ernment interests are protected. We have our own method of esti- 
mating the cost of our repairs, and, when the bids are opened, we take 
a look at all the bids which have been submitted; and, 1f the Govern- 
ment interest has been properly protected, we will award the bid 
to the low bidder. 

However, if we do not feel that the Government interests are 
protected and that the bids which we have obtained in that fashion 
are low, in our understanding, then we have no hesitation in rejecting 
the bids, broadening the base of the areas of bidding, and going out to 
ask for new bids. 

As the Commander of Military Sea Transportation Service, 1 would 
like to state that in my opinion it is very important that we have ade- 
quate shipyards and ship-repair facilities, and that they be maintained 
in the national interest, so that our private American merchant marine, 
which is so importatnt to the Navy and to the Department of Defense, 
will have the provisions made so that it can be properly and capably 
repaired and overhauled. 

So I find myself in a very favorable position; that not only do I 
believe in private shipy: ards, but also I find myself giving almost all 
of my business to private shipyards. 

Mr. Ray. We have heard something about Navy’s policy to award 
work on a negotiated basis rather than on a competitive-bid basis, 
solely, where that seems in the national interest, in maintaining an 
important repair yard. Does that enter into your part of the picture ? 

Admiral Denreprink. We have never entered upon any system of 
repairs through negotiated bids, because we prefer to conduct our 
affairs on the competitive-bid system; and I believe that the results 
of our philosophy have indicated that they have been in the financial 
interests of our operation of the Government. 

I am not well versed in the Navy policy of doing work through 
negotiated bids. I am aware of the situation where some contract 
for some destroyers was transferred from the Bath Iron Works to 
the Quincy yard of Bethlehem Shipbuilding C orp.; but I feel that 
our MSTS operation, which is a purely commercial ship operation 
that requires repairs and overhauls to be executed within a minimum 
of time, at the place where we want the work done, is highly to be 
preferred. 

I think we must never lose sight of the fact that, when my ships 
come into port, I want to get the repairs done as quickly as possible, 
and preferably while the ships are discharging and loading again; and 
I feel that under the use of private shipyards and private ship-repair 
facilities, we can do that much better than we could if we used the 
Navy yard. I have repeatedly stated that this way we can get our 
specifications out, get the contract awarded, and get the work done with 
high quality and high performance and completely satisfying the rules 
of the American Bureau of Shipping and the United States Coast 
Guard certification requirements, and get the ship on its way; whereas 

if we went into the Navy-yard system, I know that it would take aa 
longe orto get it done 

So I am a great believer in the private shipyards business. How- 
ever, I will say in all honesty that, on occasion, we have to take a 
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quick look at some of these bids, when they come in; and I am cer- 
tainly not averse to rejecting bids which are completely out of line 
with our own estimates; and in every case where I have rejected bids, 
we have broadened the privilege of the bidding, and we have saved 
the Government a great deal of money by opening the bidding up to 
an increased number of bidders. But they are always private bidders. 

Mr. Ray. That is all. 

Mr. Auten of California. Are there any more questions ? 

Mr. Drewry. Admiral, at page 289 of the printed hearings is the 
end of a statement submitted by Mr. Ralph Dewey, Washington repre- 
sentative on behalf of the Pacific American Steamship Association, and 
we have received other comments, too, both by way of hearings and 
otherwise, to the effect that MSTS is operating in the intercoastal trade 
vith time-chartered vessels, to a sufficient extent to be disturbing to the 
regularly certificated intercoastal carriers. 

In the statement by the Pacific American Steamship Association, 
they state that the intercoastal lines are not asking for relief from 
this exemption—referring to an exemption issued by the Interstate 
Commerce Commission for Government vessels—but rather are here 
expressing the hope that Military Sea Transportation Service will 
want to restrict their use of this exemption in such a way as to offer 
every available cargo to the properly operated line first. There are 
then cited several instances of time-chartered vessels that were used 
by MSTS to pick up varying quantities of material for shipment in 
intercoastal operations. 

Can you state the present position of MSTS with regard to its 
operations in the intercoastal service / 

Admiral Denesrink. Mr. Chairman, I would like to have Mr. W. L. 
Bull, Commercial Shipping Adviser to the Commander Military Sea 
Transportation Service, reply to this question, which has many tech- 
nical aspects. 

Mr. Buti. Mr. Chairman, each one of the instances reported by 
Mr. Dewey’s association has been examined, and, if I may, I will give 
you the details on those that are mentioned. 

He mentions, first, the steamship Sea Garden, with 1,700 tons of 
general cargo, Naval Supply Center, Oakland, to Norfolk. This was 
a ship returning from the Far East, originally scheduled for position- 
ing on the east coast to lift Army cargo. When availability of this 
cargo was delayed, the ship was utilized for maximum available cargo 
destined to the east coast inasmuch as charter terms precluded imme- 
diate redelivery on the west coast. 

The second instance is the Warwick Victory, which lifted cargo 
from the Naval Supply Center, Oakland, to San Diego. When the 
armistice in Korea was concluded, this vessel was recalled to San 
Francisco to discharge ammunition. The ship had to be laid up on 
the east coast and was utilized for intercoastal cargo from Oakland 
to United States ports north of Hatteras. Since she was required for 
redelivery on the east coast, and had to discharge her ammunition cargo 
on the west coast, she picked up 975 tons from Oakland, since she was 
bound to run around to the east coast in any event. 

The next ship is the USNS Zt. G. W. Boyce, and while it is reported 
that she loaded intercoastal argo for immediate transfer to points 
in the North Atlantic area, the ‘ship did not load intercoastal cargo 
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in November 1953 as cited. She loaded cargo on the west coast for 
Europe. 

The next is the steamship Golden City, another time-charter vessel, 
which could not be redelivered on the west coast. She had not reached 
the limit of her period of charter, and could not be redelivered at 
that particular time, since there was no cancellation clause in her 
charter. She was in ballast from the Far East, and was utilized to 
lift cargo from Honolulu and the west coast for east coast discharge, 
and then lifted a cargo from the east coast to Europe. 

Mr. Auuen of California. Do you have information as to what she 
lifted at Honolulu ? 

Mr. Buu. I do not have those figures, but I can get them. 

Mr. Auten of California. Do you have information as to the lifted 
cargo? 

Mr. Butz. No, sir. I do not have it here. I can get it for you, if 
you wish it. 

The USNS Marine Fiddler was another United States ship that 
had been reconverted in Brooklyn as a heavy-lift vessel, and that had 
been destined to the Far East for permanent deployment as a heavy- 
lift vessel in the Far East. Since she was going by way of the west 
coast, we had at that time a requirement at Nor folk of a huge wind- 
tunnel, weighing 110 tons; and, since she was in a position for it and 
had the facilities for handling the heavy lift, the Marine Fiddler was 
utilized for carrying the shipment to the west coast. 

The next is the Ocean Ula, with 1,700 tons of general cargo, from 
Oakland to Norfolk. This ship had been originally scheduled for 
the Pacific coast-Far East requirements, which failed to materialize; 
and, again, since the charter precluded redelivery at that time, the ves- 
sel was positioned to east coast for a Mediterranean voyage, making 
a lift en route of approximately 6,000 tons of cargo, including 1,628 
tons of aircraft. 

The Moormac Wave is reported. It does not mention the amount of 
cargo that she took, but this vessel was scheduled for redelivery on the 
east coast, in compliance with the charter terms. She loaded cargo in 
the Far East for east-coast discharge, and put in on the west coast 
to lift additional cargo on the west coast destined to the east coast. 

These are the items mentioned. I might say for the benefit of the 
committee and for the record that recently we came to agreement with 
the American Merchant Marine Institute that, on ships chartered 
from subsidized companies, which are by law restricted from carrying 
intercoastal or coastwise cargoes, when we invite bids or negotiate a 
charter with companies of that kind, we shall have eliminated the 
coastwise or intercoastal privileges which ordinarily go along with any 
other time charter we execute. 

Mr. Drewry. What is your general policy, Mr. Bull, or Admiral 
Denebrink, about the use of time-charter vessels in intere ae opera- 
tions ? 

Mr. Butz. Do you want me to answer that, Admiral? 

Admiral Denrsrink. Yes. 

Mr. Buu. It happens that, as of the present, we have so few time 
charters that there is very little interchange between the west and the 

»ast coasts. The preponder rance of our cargo, intercoastal, both east- 
bound and westbound, moves on regularly established intercoastal 
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lines. There is practically no movement today by time-chartered 
ships. 

Mr. Drewry. I shall have to ask you what your policy would be, if 
you had more time-chartered vessels available. 

Admiral Denesrink. Well, I think I would like to step in, here. 
{ think that you have got to realize that we are running a shipping 
business, and, once we have got a time-chartered ship, and once we 
have got a general-agency ship, and once we have got a nucleus-fleet 
ship, prudent management dictates that we get maximum utilization 
out of that ship. 

I wish to state that my policy is that I intend to use all the tools in 
my business to the maximum effectiveness that I can get out of them. 

Mr. Drewry. How does that square—now, of course, this is out of 
your field—but how would that policy square with the policy which is 
set forth in the general transportation policy: That subsidized ves- 
sels cannot operate in intercoastal service, and intercoastal operators 
must be certificated to operate in that area; and your operations in 
intercoastal trade are pursuant to an exemption which makes special 
provision, that was developed during wartime, to permit Government 
vessels to operate in that service? 

As I understand that exemption, it was a wartime exemption to 
facilitate the flow of movements back and forth, rather than the ques- 
tion of prudent management. Is there not a sort of clash of policy, 
there, Admiral? That is my point. 

Admiral Denesrink. Well, if there is any law that says I cannot do 
something, I will certainly obey the law; because IT believe in doing 
that. If there is anything that permits me to get maximum efficiency 
and economy out of my operation, then I am for that. And where 
there is a clash between those two, then I am going to have to take 
a good look at it, and I will make sure, first of all, that I ebey the law 
before I resort to the economy feature. 

Mr. Drewry. On that point, I have, here, one of your invitations 
for time-charter vessels, dated May 6, 1954, which indicates that the 
vessels shall be legally qualified for worldwide operation, including 
domestic trading. 

If this is a standard invitation, Mr. Chairman, I would like to have 
it inserted in the record at this point. 

Mr. Atien of California. That may be done. The invitation is 
included in the record. 

(The invitation is as follows:) 

DEPARTMENT OF THE NAVY, 
MILITARY SEA TRANSPORTATION SERVICE, 
Washington, D. C., May 6, 1954. 
MSTS INvITATION No. 1 (Dry CArGo) 


1. Commander Military Sea Transportation Service requests offers of United 
States flag vessels, Liberty-type or better, to lift a full cargo of ammunition from 
a United States gulf port to European ports on following basis: 

(a) MSTS standard time charter form, as herein modified by item No. 2, 
below. 

(b) Offers to be based on whether vessel is presented completely sheathed or 
unsheathed for ammunition. 

(c) Vessel to present at a United States gulf port, charterer’s option on May 
14, 1954. 

(ad) Period of charter shall be for one transatlantic round voyage with char- 
terer having option for one or more additional voyages from United States 
Atlantic or United States gulf port or ports to European or Mediterranean port 
or ports as the charterer may direct. 
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(e) Vessels shall be legally qualified for worldwide operation including 
domestic trading. 

(f) All offers must contain a summary of the vessel's characteristics, insurance 
valuation, and ABS qualifications including but not limited to number and 
capacity of booms and winches, fittings, ballast, speed and fuel consumption, dead- 
weight tonnage and bale capacity, condition of cargo holds, condition of deep 
tanks, and whether or not available for cargo. 

2. The following changes and additions to the MSTS standard time charter 
dry cargo form shall apply: 

(a) Article 29, “Revision of Rate of Hire,” deleted. 

(bd) Article 2a (v) of the war risk addendum, “Insurance” deleted. 

(c) Expanded agency fee clause (continuation of art. 18 (c)) included as 
follows: “* * * Provided, That the owner shall be reimbursed for agency fees 
necessarily incurred at a bunkering port or when an agent is appointed for 
vessel's transit of the Panama or Suez Canals.” 

(d@) Tent gantline and cargo light provision (continuation of art. 18) included 
as follows: (#) “The vessel shall be equipped and rigged with tent gantlines and 
blocks prior to arrival at ports where, because of climatic conditions, the use of 
hatch tents is customary.” 

(1) “The vessel shall provide sufficient cargo lights to equip the working 
hatches with four portable lights plus sufficient number of replacements in the 
event of damage.” 

(e) Article 27 “Redelivery,” to revert to original 20-day notice of redelivery. 

(f) Article 38 deleted and replaced by “Revised Examination of Records” 
clause. 

(9g) Article 4 (a) expanded to read, “Vessel shall tender with all heavy-lift 
equipment rigged in operating condition, if required.” 

(h) Article 6, “Trading Limits,” shall be modified as follows: a comma shall 
be inserted after the words “American Institute Trade Warranties” and the 
clause “Contained in the vessel’s marine policies in effect at the time” be de- 
leted. 

3. Offers should be submitted by letter or commercial telegram addressed to 
Commander, MSTS, Washington 25, D. C., and must arrive prior to 12 noon, 
EDST, May 10, 1954. 

4. The Government reserves the right to reject all offers. 

Nore.—This invitation institutes a system of direct notification by Commander 
Military Sea Transportation Service to all interested parties. Effective with 
this notice, all future invitations for vessel charter will be sent by ordinary mail 
to points overnight from Washington, D. C., and via airmail to points more dis- 
tant. Concurrently, public announcement will be released to the press and in- 
terested industry associations. 

All invitations will be numbered consecutively with the category of vessel 
desired in parentheses. 

The American Merchant Marine Institute has reported that.it will immediately 
relay by collect telegram the invitation information to those members and non- 
members who are interested in such a service. 

COMMANDER MILITARY SEA TRANSPORTATION SERVICE. 


” 


Mr. Buti. Mr. Chairman, may I mention that the form presented 
by Mr. Drewry is the standard form of invitation, which has sub- 
sequently been modified in the case of invitations to companies operat- 
ing subsidized ships, where exempt. 

i Drewry. It is subject to that exception. 

Auten of California. The invitation has been included in the 
nideal. 

Mr. Drewry. Mr. Chairman, the case of the Golden City was men- 
tioned, and we have received some information on that. I do not know 
that it is necessary to read it. We have received a letter from the Con- 
ference of American Maritime Unions, mentioning it. Then, the 
General Accounting Office has given a report on the itinerary of the 
vessel. Subsequently, I have inquired of several of the private oper- 
ators who might have been able to provide service, had this vessel not 
been available. If you like, I can read what I have, or, if it is agree- 
able, just submit it for the record. The only point I make is that 
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this instance is a good example of the type of problem that is pre- 
sented in what we have here, where a vessel came back from the Far 
East and picked up 1,900 tons of pineapples in Hawaii; and, accord- 
ing to information which I requested, informally, there was an Isth- 
mian vessel in position to carry that same cargo from Hawaii to 
the east coast ; and, when the vessel arrived on the west coast, it picked 
up substantial intercoastal cargo from several ports which might have 
been carried by Luckenbach, who serve in that intercoastal service; 
and upon arrival on the east coast it was discharged in New York, in 
1952, and then proceeded to Europe. 

The United States Lines had been offered all the om which they 
could take with vessels which they had then available, but apparently 
there were two vessels which were then in lay-up because of a lack of 
business. The United States Lines did not think that they could 
have carried this business with vessels which they had in position, 
but they did point out that there were two vessels in lay-up. 

If it is agreeable, 1 would suggest putting this correspondence, plus 
the informal information I have mentioned, into the record. I have 
uot gone into it, because I have no questions to ask Admiral Dene- 
brink. 

Mr. Ray. Are the witnesses familiar with that? Have they seen it? 

Admiral Denrsrink. No, sir. 

Mr. Drewry. I do not know whether Mr. Bull has seen it. 

Mr. Buti. We have not seen the correspondence. 

Mr. Drewry. You can certainly see it before we put it in, as far as 
| am concerned. 

Mr. Auien of California. I was going to say, if it is agreeable we 
can include the correspondence in the record, and have his com- 
ments, now, or have them furnished at a later time. 

Admiral Denesrtnk. I am perfectly willing to comment later, 
Mr. Chairman, but it seems to me, from what I have been able to 
glean, that this is the case of a ship which we are spending Govern- 
ment money to have under charter, and we are getting the maximum 
utilization out of the ship; and we are, I believe, operating in the 
uational interest. It is prudent management. 

My recollection is that I have heard of the name of the ship before 
in this connection, because some of the berth operators felt that we 
should not have used a ship that we were paying Government money 
for, let it sail the high seas, and that we should let the cargo go in a 
berth ship; and I will not do that; and if anyone wants to m: ake an issue 
with me over prudent management, I prefer to go down with my colors 
flying on prudent management, rather than wasting the Government’s 
money. And I get pretty annoyed at these shipping companies that 
knitpick me w ith ever y little detail that takes a ton of cargo away from 
them; and I am very happy to report to you, Mr. Chairman, that over a 
period of time there are fewer and fewer of these complaints that 
come to me in this connection. But I never thought that I would 
have to defend economy of operation. 

Mr. AueNn of California. Admiral, I take it that this sort of situa- 
tion comes from the fact that you may not exercise judgment as to 
the length of the time charter, using the vessel within the limitation 
originally assumed, as mentioned, here. 

Admiral Denrprink. Yes, sir, Mr. Chairman; and as I pointed out 
this morning, the war comes to an end; we go into a recession in our 








592 MILITARY SEA TRANSPORTATION SERVICE 
business. It was worse than a recession in our business. It required 
me to cut my fleet in half, and it required me to suffer a reduction in 

irgo of more than 50 percent, and, in my opinion, I felt that we had 
some rules to carry out and some directive policies to adhere to. By 
the tool of management, in my opinion, I felt that we lived up to the 
letter and spirit of our policies. 

Of course. we are going to get smacked. I would never have be- 
lieved that we could have done as good a job as we did. In my recol- 
lection, the only time that we had ships unemployed was some time 
last Christmas, when a vehicle program was suddenly cut off short, 
ind for a period of about in the neighborhood of a month we had 
some 10 cargo ships in reduced operating status because of this ab- 
normal condition; but we did reduce our fleet, and it worked out better 
than I had any appreciation or hope that it would work out, in con- 
sonance, with our reduced workload and our reduced requirements. 

When we are building up to increased requirements, the situation is 
very easy. When our workload is on a horizontal plane, the situation 
is very easy. But I have no defense to offer for my operation of 
MSTS during the past year, W hen we were ina per 10d of great decline, 
both in the size of our fleet and in the size of our requirements; and 
[ will continue to employ the ships, for whose hire I am paying out 
Government money, so as to get the maximum benefit from it. 

Mr. Drewry. Admiral, there is just one more thing that I have on 
the question of whether or not MSTS is in any way in competition 
with private opere itors in the carriage of passengers. There is here 

publication called Philippine Flyer, which is put out by Clark Air 
Force Base, in the Philip pines, and which contains a story under the 
a 1e “One-W: ay Boat Tri p toe Japan Scheduled for End of Month,” 

‘aning the end of the month of M: ay; and it then proceeds to outline 
the advantages to our military pe ‘rsonnel and dependents going on 
a MSTS vessel. either in c oat in class or troop class, at $16. D0 pe r person 
in the cabin class, $5.50 per person in troop class, with suggestions 
that a return could be SL oe® either by Northwest Air Line or the 
French liner La Marseillaise. 

I understand, after inquiry, that there was the President Wilson, 
or one of the President ships of the American President Line, which 
was returning to Manila from Yokohama on exactly the same day as 
the liner Z a Marse illaise. : 

The point involved, of course, is whether or not there is any of this 
solicitation of additional business which came from MSTS., or one 
of the shipping services, or whether this was a solicitation by MSTS 
tall. , 

I have spoken to represents itives of your sts aff on the subject, and 
have asked that, if possible, we get some information on the situations 
not only in this case but generally in that field. 

Admiral Denrerprink. Well, in the first place—and this is most im- 
portant—I have no control over what passengers sail in my ships. 
We find out from our customers, our shipper services, the Army, the 
Navy, and the Air Force, what their requirements are; and we match 
those requirements against our passenger capability. We place our 
passengers on the ships or in berths in a ance with the schedule 
which has been drawn up to meet their needs, and the passengers are 
pl iced on board: and they > are certified by the shipper services. 

We have no veto powe r. We have no control whatever over who 
travels. Whenever the shipper services certify the passengers, that 
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is all the authority that we need. So we did not solicit this item to 
which you have referred. When you called it to the attention of 
members of niy staff, we did seek some information, and I find that 
the United States Naval ship, the transport Au/tman, in May 1954 
sailed from Manila to Yokohama. They had a requirement for 151 

cabin passengers and 26 troop passengers; and there was space avail 
ie for 49 cabin passengers. 

That is the sum and substance of I do not know how many 
passengers were carried, but I am titel that 49 were carried: and 
that would be quite legal. I did not place the advertisement in the 
paper, and I understand that this was the only sailing from Manila 
to Yokohama during the entire fiscal year 1954, on which space-avail 
able passengers were carried. Otherwise, I wish to disassociate my- 
self from any connection with trying to drum up trade for my pas 
senger business. 

Mr. Drewry. I made inquiry, also, when this came to my attention, 
to see what the practice was, elsewhere; and I understand that in the 
Mediterranean, apparently, at times, similar arrangements have been 
made for military personnel and dependents on leave. I did not 
understand that anybody had discovered that there was any regular 
advertising program conducted by MSTS to drum up that particular 
trade. 

Admiral Denesrink. Well, again, we find that if the sponsoring 
services present us with passengers, then we carry the passengers, and 
we get paid for carrying them. 

Mr. Drewry. In that case, if the passenger is sponsored, it is of 
no concern to you whether you ‘eceive the passage money from the 
individual or from the sponsorin r se ‘vice; is that correct? Or does 
it always come from the sponsoril g service ¢ 

Admiral Denesrink. Well, I would say that it would come from 
the sponsoring service. There are certain charges that are levied, 
and, if it is a required passage, ithe sponsoring service pays for it; 
if it is a space-available basis, then the passenger is required to pay 
for the cost of his meals and linen and towels, and so forth: but I 
think the big point to remember is that the sponsoring service certi- 
fies the passengers; we carry them, and we collect on the basis of the 
rules and regulations. 

Mr. Drewry. Mr. Chairman, those are all the questions I have. In 
view of my understanding that there is to be a call to the House very 
soon, if it is agreeable, there may be a few questions which I might 
like to request in writing from ! MSTS., to complete the ee but I 
have nothing further that I see any need to bring up at an open 
hearing. 

Mr. Auten of California. The committee will keep the record 
open for that purpose. There will be admitted to it, at a later date, 
the correspondence to which you have referred; and, if there is any 
further inclusion in the record, that should be made from the stand- 
point of MSTS, Admiral Denebrink, I wish you would feel free to 
request that it be placed in the record. 

Are there any further questions? Well, thank you very much for 
the additional time you have given us, and also for your usually full 
and frank presentation of the facts. The committee will recess until 
further call of the Chair. 

(Whereupon, at 3:15 p. m., Thursday, July 8, 1954, the committee 
recessed, subject to call ot the Chair. ) 
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STUDY OF OPERATIONS OF MILITARY SEA 
TRANSPORTATION SERVICE 


THURSDAY, JULY 15, 1954 


Howser or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE To ConsIpDER OPERATIONS OF 
THE Minirary SEA TRANSPORTATION SERVICE OF THE 
CoMMITTEE ON Mercuant MARINE AND FISHERIES, 
Washington, PG, 

The special subcommittee met, pursuant to recess, in room 219, Old 
House Office Building, at 10 a. m., Hon. John J. Allen, Jr., of Cali- 
fornia (chairman of the subcommittee), presiding. 

Mr. Auten. The subcommittee will come to order, and we will pro- 
ceed with further hearings with regard to investigation of the Mili- 
tary Sea Transportation Service in its relation to the merchant marine. 

Mr. Casey and other representatives of the General Accounting 
Office are with us, which we appreciate, and we will be very pleased, 
Mr. Casey, to have your statement at this time. 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY GEORGE H. 
STAPLES, ASSISTANT DIRECTOR OF THE DIVISION OF AUDITS, 
GENERAL ACCOUNTING OFFICE, AND FRED E. KLEEB, SUPER- 
VISOR OF THE MSTS AUDIT IN THE GENERAL ACCOUNTING 
OFFICE 


Mr. Casey. Mr. Chairman and members of the subcommittee, first, 
I should like to express the regrets of Mr. Frank H. Weitzel, the Act- 
ing Comptroller General, who is unable to be here today and who has 
asked me to appear in his stead. As you know, Mr. Chairman, several 
months ago you requested the Comptroller General to assist this sub- 
committee in its study of the operations of MSTS. We have come up 
here today to try to summarize for you our work in this field to date. 
I might say that we have prepared, and will have in the hands of your 
subcommittee in the next few days, an interim report which will cover 
this work in more detail. 

(The above mentioned report will be found in appendix beginning 
on p. 661.) 

tt survey of MSTS has been undertaken with a view to examining 
those areas of MSTS operations which relate directly to the indicated 
interest of this subcommittee, particularly as to those areas covered by 
specific requests from the chairman. In the limited time available, we 
have given top priority to those questions and activities about which 
the chairman has inquired. However, we cannot state at this time 

595 








596 MILITARY SEA TRANSPORTATION SERVICE 


that any segment of our survey is truly complete; all are in various 
stages of progress ; and it is our intention to continue them to the 
extent that the subcommittee may deem necessary and with such guid- 
ance and cooperation as the subcommittee may afford us. 

We are frank to say, Mr. Chairman, that we have entered upon this 
work with full recognition of the highly controversial nature of the 
basic issues involved. So it is particularly appropriate that we point 
out in the very beginning the independent and impartial status of the 
General Accounting Office in this inquiry. We have no ax to grind. 
We have endeavored to be completely objective and to devote ourselves 
to ascertaining the facts as the \ exist. Although diffie ult at times, we 
have tried to avoid questions of policy whenever we found ourselves 
facing them. As you know, the General Accounting Office is not a 
policymaking body. And we feel, particularly in the field with which 
we are now concerned, that we should avoid even the appearance of 
expressing an opinion on poli y questions. 


MAJOR ISSUES 


Representatives of the General Accounting Office have conferred 
informally with members of this subcommittee, oflicials of the ship- 
ping industry and representatives of MSTS in order to settle upon 
the basic issues for factfinding purposes. As a result, the following 
areas seem to be those principally in issue: 

(1) By and large, the ship ping industry seems to acknowledge the 


need for an organization suc MSTS to handle strictly milits ary 
transportation in the event of an emergency. Thus, the questions are, 


What is military transportation and how large a nucleus fleet should 
MSTS maintain 2 

(2) By and large, the shipping industry seems to concede the neces- 
sity for tr: Msporti ition of troops by MSTS. There has been a sugges- 
tion, however, that certain types of personnel presently carried as 
cabin passengers in nucleus-fleet vessels should be moved in com- 
mercial passenger space. In the case of dry cargo oper ations, the 
controversy is really one of degree—that is, the percentage of cargo 
which should be carried by the nucleus fleet and the percentage which 
should be carried by commercial shipping. There are indications of a 
conflict even within the industry itself, as between berth operators 
and tramp operators. 

(3) Berth operators claim priority on the ground that they offer 
faster delivery and that —_ are entitled to maximum support by the 
Government because they maintain regular sailing schedules. Tramp 
operators contend that they can move large quantities in single ship- 
ments at much lower cost. 

(4) The tanker operators advocate lay-up of nucleus-fleet tankers. 
By reason of current depressed market conditions, the use of nucleus- 
fleet tankers has the effect of retaining the commercial tanker fleet as 
the Nation’s reserve pool, whereas the reverse should be the case, 

(5) The Conference of American Maritime Unions contends that 
substantially all MSTS operations, even troop lift, should be handled 
by commercial shipping. 

(6) The De ‘partment of Defense contends that a milit: ary transporta- 
tion organization is essential to the defense of the Nation. Such an 
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organization, it says, must have skilled personnel and vessels under its 
direct control which will be immediately available in time of emer- 
gency, capable of rapid expansion, and able to fulfill military require- 
ments for the shipment of supplies, equipment and personnel. At the 
same time, Defense points to its general policy of using commercial 
shipping to the maximum extent practicable consistent with its mili- 
tary responsibility and with the basic principles of prudent manage- 
ment. 

(7) Somewhat aside from operational and military considerations is 
the question of cost to the Government with respect to the operations 
of the nucleus fleet. 

We can see permeating these various issues two vital factors, mili- 
tary security and cost. And in the final analysis, the answers to the 
problems before us for consideration probably lie in a careful weigh- 
ing of these two factors. The scale must not be balanced too heavily 
one way or the other. However, since MSTS readily acknowledges 
heavy reliance upon commercial shipping and has at all times utilized 
extensively its services, the question is how much more of its trans- 
portation load can MSTS allocate to commercial shipping without 

sacrificing the basic elements of control which it deems essential to the 
proper discharge of its military responsibilities, and which of its 
operations are feasible for commercial shipping to handle. 


NATURE OF MSTS 


Although we do not believe it necessary at this hearing to discuss in 
detail the organization of MSTS, it does seem that a brief résumé of 
the history and nature of the agency might contribute to a more in- 
formed understanding of the problems under consideration. MSTS 
was formed in the latter part of 1949 to serve as the unified sea-trans- 
portation agency for the Defense Establishment. It took over the 
vessels of the former Naval Transportation Service and Army Trans- 
port Service; these vessels now form what is known as the nucleus 
fleet. MSTS performs three general classes of service in the sea trans- 
portation field, passenger, dry cargo and petroleum. It performs only 
a transportation service in the sense that its responsibility does not 
begin until cargo is stowed on board ship and passengers embark, 
and ends when the cargo is brought alongside at the port of destina- 
tion and the passengers disembark. All shoreside functions are the 
responsibility of the military departments (known as the shipper 
services). MSTS functions financially with a revolving fund and 
bills the shipper services for all work performed for them at break- 
even rates, 

MSTS engages the services of commercial shipping to supplement 
its nucleus fleet, principally for dry cargo and petroleum movements. 
Most passenger travel is handled by nucleus fleet vessels operated 
directly by MSTS. In excess of 50 percent (measurement tons) of 
dry cargo has moved in commercial space under time or voyage char- 
ters. The majority of the petroleum lift has been carried in nucleus 
tankers operated by private operators under cost-plus-fixed-fee agency 
agreements; the balance is transported in directly operated nucleus 
tankers and commercial tankers under time or voyage charters. 
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NUCLEUS FLEET 


A large part of each of the three types of MSTS operations are 
handled by Government-owned vessels assigned to MSTS and known 
as the nucleus fleet. In the fiscal year 1953, and the 9 months to 
March 31, 1954, the nucleus fleet handled 21 and 24 percent, re- 
spectively, of the dry-cargo movement; substantially all of the 
passenger operation ; and about 66 and 72 percent, respectively, of 
the petroleum lift. 

The nucleus fleet at June 30, 1954, consisted of 233 ships classi- 
fied by MSTS in the following categories: 


Cargo de kok ‘ o i. ‘ ‘ 45 
Passenger__---- ee , ent “ — . 61 
Tankers ; eee : . ; , cadntealicd ae 
Miscellaneous___- ces ao eR ee aati aermidiianee ae cae 
me tis. J 5 4 mh +33 1b) ed 233 
Present plans c: all for iis isksadtine ation n of { 95 of the 2 18 shit and the 


transfer to the Navy of 1 cargo vessel. 
DRY-CARGO OPERATIONS 


This is the segment of MSTS operations in which commercial 
shipping has participated most and in which its major interest seems 
to be centered. It is the largest of the three MSTS operations, ac- 
counting roughly for more than 50 percent of total MSTS recorded 
costs and 45 percent of the vessels in the nucleus fleet. 

The total dry-cargo traffic for the fiscal year 1953, carried by all 
vessels either nuclens fleet or commercial in connection with MSTS 
activities, total 28.8 million measurement tons. For the 9 months 
ended March 31, 1954, the comparable figure was 17.4 million measure- 
ment tons. These figures indicate a decrease in overall carryings, due, 
of course, to the cessation of hostilities in Korea and other interna- 
tional conditions. Breaking down the figure for the 9-month period 
of the fiscal year 1954, we have found that the total possible increase 
in cargo available to commercial shipping—assuming no movements 
in GAA or nucleus fleet vessels—would be about 10 million measure- 
ment tons per year. 

We have tried to analyze these fiscal year 1954 carryings to ascer- 
tain what types of cargo were involved and whether there were 
any characteristics about them that influenced their movement by 
one or the other type of carrier. Approximately 36 percent of the 
cargo carried in nucleus fleet and GAA vessels represented intra-area 
movement between Japan and Korea. Also, in this intra-area move- 
ment, a substantial portion of cargo was carried in time-chartered 
vessels. 

The use of GAA and time-chartered vessels for these carryings 
could form the basis of an argument by the shipping industry that 
commercial vessels should have been used. In other words, it could 
be contended that time-chartered vessels carrying cargoes from United 
States ports to Japan and Korea would be available for the intra-area 
movement as they complete discharge of their outbound cargoes. This 
would make possible a rotation of time-chartered vessels between 
Japan, Korea, and domestic areas, thereby reducing, if not eliminat- 
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ing, the need for time-chartered vessels to be permanently stationed 
in the Ji apan-Korean area. 

This possibility is complicated by several factors: (1) whether or 
not the frequency and volume in which deliveries must be made 
to and from Japan and Korea could be adjusted to the time chartered 
and berth space that would be available on regular schedules, possibly 
less frequent than at present but in larger single shipment capability ; 
(2) whether there would be in the area at all times sufficient tonnage 
to assure prompt delivery of materials and equipment in the event 
of an emergency; (3) almost one-half of the intra-area cargo that 
was moved in G: ‘ A and nucleus vessels was carried in 38 LST’s of 
the nucleus fleet which also carried during the 9-month period ending 
March 31, 1954, 253,000 passengers, so that the replacement of these 
vessels with commercial shipping would present a problem of how 
the passenger movement would be accomplished. 

The balance of the nucleus fleet and GAA activity for the 9-month 
period aggregated 4.9 million measurement tons and was pretty 
evenly distributed among the various areas of the world. In consid- 
ering how much, if any, of this movement could be, or should be, 
carried by commercial shipping, it is appropriate to consider certain 
characteristics of these movements which are peculiar to MSTS. For 
example, aircraft is transported in fairly sizable quantities. MSTS 
has 5 small Navy aircraft cede and 3 specially equipped Victory 
ships, which carried 75.7 percent of the total aircraft lift. 

Ammunition is another special type of cargo which usually moves 
in one-half or full shipload lots. Rigid safety regulations prohibit the 
storage of ammunition for any length of time and therefore rapid 
flow through the port is necessary; also, ships carrying ammunition 
are not normally permitted to dock at commercial facilities. 

Moreover, MSTS moves sizable quantities of he: avy lift cargo ti anks, 
locomotives, etc., and has two C-4 type vessels specially equipped for 
this type movement. In addition, much of the military equipment 
carried is of unusual size and often moves in large quantities for 
which MSTS claims berth vessels do not have sufficient available 
space over and beyond their commercial carryings. 

Another consideration in this area is that MSTS services military 
projects in areas outside regular commercial lanes where (1) beac h- 
Ing operations are necessary in certain areas where port facilities do 
not exist; (2) certain operations take place in waters where the risk 
of ice as edd is great; and (3) security considerations are involved 
in classified operations. 

Notwithstanding all that has been pointed out, there is no doubt 
but that from an operational standpoint much of the movement in 
nucleus and GAA vessels could be carried by commercial shipping 
on time or voyage charter or in berth space. This would, of course, 
further reduce the nucleus fleet and bring into immediate focus the 
question of whether, as reduced, the nucleus fleet would be sufficient 
to meet the military responsibilities of the Department of Defense. 
On the other hand, industry can point to its responsibility as an im- 
portant component of our defense forces in an all-out emergency and 
argue for the necessity of having a skilled organization and adequi ite 
facilities in active and continuous oper: ation. So once again we 
arrive at the crux of the entire problem where any decision to ‘be made 
is beyond the scope of jurisdiction of GAO. 








600 MILITARY SEA TRANSPORTATION SERVICE 


Any formal plan to give commercial shipping a wider range of 
preference in cargo movements would probably involve a revision in 
the MSTS policy of priorities. Whether such a revision bolstered 
by definitive commitments by industry to guarantee timely delivery 
and by the maritime unions to assure movement of Government cargo 
in commercial vessels would be feasible, or possible, or even desirable, 
in the overall interest of the Government is not our province to deter- 
mine. But it would seem worthy of consideration by the sub- 
committee. 


BERTH AND TRAMP OPERATIONS 


An important aspect of the operations of MSTS concerns the 
amount of cargo to be assigned for movement in berth space as against 
time or voyage charter. Since both berth and tramp operators are 
recognized as necessary elements of the American merchant marine, 
the problem is one of deep concern to MSTS. 

There are certain factors having an important bearing on MSTS 
cargo operations which should be listed in connection with this prob- 
lem. Vessels under time or voyage charter may be used to carry any 
type of cargo for which the ordinary nucleus or GAA vessel is used, 
except the carriage of privately owned vehicles of military personnel. 
Moreover, such vessels nay be employed in areas not served by the 
berth lines. 

Berth vessels operate under fixed salling schedules and this is 
necessary to insure regular and reliable service. MSTS schedules 
shipments in accordance with fixed rules of movements prescribed 
by the shipper services. We are told that the Army has a rigid rule 
that cargo must not remain in port more than 15 days. By reason of 
adherence to this rule berth sailing schedules and MSTS movements 
may not and probably often do not coincide—possibly by only a few 
day Ss. Thus, berth lines do not obtain cargo which otherw ise might be 
obtained in those cases where, under the rule, cargo must be loaded a 
few days before the berth vessel would be available. This rule has 
also resulted in poor utilization of cargo space by MSTS in nucleus 
and GAA vessels. 

We believe that MSTS should have a reasonable degree of discre- 
tion in the movement of cargo in order to permit flexibility in 
scheduling shipments. Sue h a flexibility would benefit both MSTS 
and the berth lines. 


PASSENGER OPERATIONS 


The MSTS passenger activity is principally for the movement of 
military personnel. It is carried on almost entirely by MSTS in 
nucleus fleet troop transports. During the fiscal year 1953 2.6 million 
passengers were carried, of which 2.3 million were troops. 

Troop quarters aboard MSTS transports are generally large com- 
partments below decks filled to the maximum with quadruple-tiered 
bunks. The sanitary, dining, and lounge facilities are limited. The 
cabins aboard the transports capable of carrying dependents generally 
have 4 to 6 berths and many of them have private sanitary facilities. 
There are lounges, dining and recreation rooms necessary for the 
cenerally higher standards requisite to the carriages of women and 
children, and the ships’ staffs include doctors, nurses and stewardesses. 
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If the MSTS transports were to be used exclusively for troop lift, 
and the military dependents and other civilian passengers were re- 
quired to travel on commercial vessels, a large part of the cabin space 
would be unused since the m: yjority of the cabin occupants are mili- 
tary dependents. Also, if the dependents traveled commercially there 
prob: ably would have to be some change in the Navy policy of permit- 
ting families to travel together whenever practicab le. Since military 
dependents and other civilian cabin passengers represent only about 
8 percent of the total MSTS lift, the number of conte required 
to make the lift probably would not change materially by the as- 
signment of dependents and civilians to commercial vessels. Thus, 
moving the cabin and troop passengers to separate ships probably 
would result in a higher overall cost to the Government for both 
operations. 

It might be suggested that MSTS transports could be operated by 
commercial shipping under general agency agreements such as was the 

case at the end of the war when troops were returned in converted 
cargo ships operated by commercial companies. However, there are 
certain factors, principally bearing on cost, to be taken into con- 
sideration in that connection. 

Most MSTS transports are manned by civil-service crews whereas 
commercial shipping operates under collective-bargaining agreements 
with the maritime unions. While the wage rates are about the same, 
we understand that the manning scales provided in union agreements 
are higher than those of MSTS. For example, MSTS considered at 
one time direct operation of the steamship Washington and the pro 
posed manning with a civil-service crew called for a total of 361. The 
crew under the agency agreement with the United States Lines totals 
474. 

MSTS obtains its subsistence stores under Department of Defense 
procurement contracts. The MSTS subsistence allowance for both 
crew and cabin passengers ranges from $1.47 to $1.56 per person per 
day. MSTS re presents itives indicate that industry subsistence costs 
now average around $2 per person per day. 

There is some question in our minds whether the administrative 
expenses of MSTS would be materially reduced under such a change 
in policy. Moreover, there would be incurred certain expenses, such 
as the fixed fee to the operator and commercial insurance, which do 
not exist in the case of direct operation of the troop transports. 


TANKER OPERATIONS 


The movement of petroleum accounts for about 15 to 20 percent of 
MSTS recorded dollar costs. During the entire period of MSTS 
operations (1951 through March 1954) 55 to 60 percent of the petro- 
leum moved on Government-owned contract-operated tankers. Dur- 
ing the fiscal year 1953, about 33 percent was carried in commercial 
tankers, and at the present rate about 28 percent will be so carried 
during the fiscal year 1954. 

The tanker industry in particular has been one of sharp peaks and 

valleys since World War II. Until the spring of 1947 apparently 
there were sufficient tankers available for chartering by the Navy. At 
this time, however, the situation changed ; requirements increased and 
tanker rates soared. As a result 55 Government-owned tankers were 
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activated under contract operation during the first 6 months of 1948. 
By March 1950, conditions had changed again and 17 of these tankers 
were being deactivated. Then, of course, the picture completely re- 
ve “0 .d with the outbreak of the Korean war. 

l'anker charter rates rose and fell with even greater precipitation 
during this period. Since the early part of 1953, charter rates have 
been in a depressed state. This has caused the industry to complain 
that MSTS tankers are lifting petroleum products which could and 
should be lifted by commercial tankers. They say that an analysis 
of figures covering tanker construction through 1955 and estimated 
free world oil consumption during the same period indicate that tanker 
tonnage will grow much faster than will potential cargo, in the 
absence of outright war. 

The industry points to the fact that some 65 to 75 American-flag 
tankers, representing approximately 925,000 deadweight tons, have 
been laid up. This situation means, they contend, that their laid-up 
tankers constitute the reserve fleet, whereas it is the duty of the Gov- 
ernment and not a few private owners to maintain a standby defense 
reserve. 

On the other hand, there are indications that many of the laid-up 
tankers are unsuitable or unavailable for MSTS use and that others 
are owned by operators who either do not bid or are underbid on 
MSTS offerings. 

From an operational standpoint transfer of the petroleum move- 
ment to commercial tankers to the extent that the industry has suit- 
table tankers available on reasonable terms appears to present no 
problems. With respect to military considerations, it would seem 
that long-term time charters at reasonable rates with worldwide em- 
ployment would offer the same assurance of delivery as the contract 
arrangement. 

MSTS COSTS 


We have not yet made any finding on the question of comparative 
cost as between the direct oper: ations of MSTS and the utilization of 
commercial shipping. In fact, we are not too optimistic that it ever 
will be practicable to make such a comparison with any reasonable 
degree of accuracy. 

We do know, however, that the costs reflected in MSTS accounts 
and financial reports do not constitute all the costs of performing 
MSTS functions. In our survey to date, we have accumulated a list 
of items representing services directly related to MSTS functions for 
which no charge is made to MSTS. Whether this list is complete we 
are unable to say. However, we are continuing our examination both 
with a view to ascertaining other items of unrecorded costs and with 
a view to making a reasonable estimate, if possible, of the amounts 
involved. 


Military pay and allowances 


MSTS engages more than 9,400 military personnel—1,110 ashore 
and 8,300 afloat—whose pay and allowances are paid directly from 
Navy appropriations. The actual cost is not known because the Navy 
Department does not maintain a separate accounting for MSTS pay 
and allowances. According to estimates maint: ined by MSTS, these 
costs amounted to approximately $34.5 million in fiscal year 1953, and 
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$15 million for the 6 months ended December 31, 1953. In addition 
there is the pro-rata cost of retirement annuities, payable to military 
personnel. 
2. Vessel depreciation 

As at December 31, 1953, there were 256 ships in the nucleus fleet. 
The construction cost of these ships was $889.8 million according to 
figures of the Maritime Administration and the Navy, furnished to 
us by the MSTS comptroller. We do not know to what extent, if any, 
these costs include conversion, remodeling, ete., to suit them for MSTS 
operation. Based on a 20-year life expectancy the annual deprecia- 
tion would amount to approximately $44 million. 


3. Panama Canal tolls 

United States Government owned or controlled vessels are not 
generally required to pay tolls for passage through the Panama Canal. 
Instead the Panama Canal Company is authorized to offset against 
the Company’s obligations payable into the United States Treasury, 
an amount equivalent to what would be collectible on such ships if 
not exempted. This unrecorded cost is applicable to the functions of 
MSTS. The amounts deducted by the Company were: 


Fiscal year: {mount 
1962 .« . 5 $1, 987, 442 
1953 - : ee a. 4, 742, 368 


Figures for 1954 are not available. 
4. Use of United States Government owned port facilities and services 
A number of port facilities and services are furnished to MSTS 
without charge. These include dockage at military piers, use of 
military tugs, and line handling at military piers. 
5. Government’s contribution to the civil-service retirement fund 
The Retirement Act provides that the United States Government 
contribute to the retirement fund an amount which when added to 
the amount paid in by civil-service employees will provide sufficient 
funds to pay retirement and disability benefits. This annual contri- 
bution for civil-service employees likewise is not recorded in MSTS 
accounts. 


6. Disability compensation paid to civilians by the Department of 
Labor 
The Government Employees’ Compensation Act provides for the 
payment of a portion of his salary to any employee injured or taken 
ill in line of duty. Payments are handled by the Department of 
Labor from funds provided by Congress. 
7. Legal services rendered by the Department of Justice 
The Admiralty and Shipping Section, Department of Justice, rep- 
resents MSTS in cases involving damage claims and disputes arising 
from charter-party and tanker-contract operations. The administra- 
tive and trial costs by the Department are not reimbursed by MSTS. 
8. Other services 
Other elements of unrecorded costs applicable to MSTS functions 
are: 
(a) Use of Army and Navy communication facilities. 
(b) Use of Navy passenger vehicles. 
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(c) Small harbor craft acquired from Army and Navy without 
cost. 
(d) Technical assistance furnished by Navy and Maritime 
Administration. 
(ce) Rental value of certain oflice and warehouse space furnished 
by Army or Navy at ports, or by GSA. 
(f) Pro rata Share of administrative services rendered by the 
Army and Navy, including accounting, budgeting, procuring, 
legal, medical, training, and supervisory services. 
(7) Pro rata share of cost of administering civil-service retire- 
ment fund and personnel actions by Civil Service Commission. 
Also, for consideration in any comparison of net expense to the 
Federal Treasu ry as between the direct oper ation of Government- 
owned ships by MS’ I'S and the utilization of commercial bottoms are 
the items of Federal taxes and, in the case of subsidized lines, profit 
ecapture. In other words, some portion of the gross payments to 
commercial lines for the carriage of Government cargo may and 
probably will be returned to the Government at a future date in the 
form of taxes or recapturable profits. However, to fix any definite 
amounts to these items will be, we know, impossible. 


CONCLUSION 


We have endeavored in this statement to give the subcommittee a 
fairly comprehensive picture of the things ren h we think bear most 
disectly and significantly on the subject of its inquiry. No doubt 

e have omitted some things which may be atc and others may 
not have been described as fully or as clearly as you would have 
liked. We hope you will sympathize with us in the task you have 
assigned ¢ tO US. The iob is tough and the time has been extremely 
limited even for an interim report. 

We are at the disposal of the subcommittee for any questions it 
may have. We do not expect to have ready answers for all your 
questions but we will supply for the record any information we do 
not now have available. 

sg Auten. At the outset, Mr. Casey, I want to compliment you 
for the objectivity of your report. I think on a controversial sub- 
ee such as is involved here it is as objective as it could be, and it is 
very helpful to the committee. 

Mr. Bonner. I want to join you on your statement. This is the 
finest report we have had, and it brings to light more facts about 
MSTS and its hidden costs of pecition than than anything I have 
seen. 

Mr. Auten. I think you can go further and say that in the light of 
the hearings, which have been controversial, this report objectively 
puts the various views in balance. 

Mr. Ray, do you have any mes’ 

Mr. Ray. I would like to call to Mr. Casey’s attention a statement 
which was made on the floor yesterday by a member of the Armed 
Services Committee. 

Mr. Bonner. By whom? 

Mr. Ray. By a member of the Armed Services Committee. 


Mr. Bonner. Yes. 


tt 
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Mr. Ray. In a discussion of the tanker bill, the propose sd chartering 
. tankers, he quoted MSTS as having testified that they could op- 

rate these ships for $95,000 per ship per year less than they could 
ae the charter scheme and with a saving in 10 years of $19 million, 
or $1,900,000 a year by the Government operating them instead of 
doing it under charter operation. That was based on some testimony 
that Admiral Denebrink had given on June 2 and a day or two prior 
to that. Have you seen any tabulation of that sort? 

Mr. Casry. No, sir; I have not. 

Mr. Ray. You have no idea as to the basis on which it was computed ? 

Mr. Casry. Mr. Staples. 

Mr. Srarres. I am not familiar with the basis on which Admiral 
Denebrink arrived at those estimates he quotes there. 

We do have some figures on what the relative costs of operation of 
tankers has been over the past several years and a comparison be- 
tween the cost of the MSTS contract operated tankers and the cost 
of the commercial tankers which are time chartered or voyage char- 
tered by MSTS on both the total and long ton-mile basis. 

Mr. Ray. Over what period of time? 

Mr. Sraprves. We have that for the 1952 and 1953 fiscal years and 
the 9 months ended with March 31, 1954. 

Mr. Casey. I think it might be helpful if Mr. Staples would read 
some of those figures into the record. 

Mr. Ray. Yes. 

Mr. Bonner. How do the figures you gathered there jibe with this 
statement he made ? 

Mr. Srartes. Up until recently they do in this sense, that they indi- 

cate that the contract operation of tankers by MSTS has been cheaper 

th an commercial-tanker operation under time charter and voyage 
charter and for the fiscal years 1952 and 1953, but for the 9 months to 
March 31, 1954, the tankers on a long ton-mile basis are cheaper 
for commercial tankers on time or voyage charter than the MSTS 
contract-operated tankers. In other words, the commercial tankers 
have moved into a more favorable comparison costwise as time went 
on from 1952 up to the present time. 

Mr. Ray. Can you assign the reasons for that ? 

Mr. Sraries. One reason is that the costs of contract-operated 
tankers have progressively increased. That has been attributed by 
MSTS principally to increased wages and increased costs of repairs. 
At the same time the cost of the commercial tankers has decreased, 
and that has been attributed largely to the reduction of the charter 
rate which has taken place progressively since 1953. In other words, 
MSTS says that under the depressed market conditions in the commer- 
cial-tanker industry today the charter rates are that much less and, 
therefore, they move into a more favorable comparison with con- 
tract-operated tankers and the cost of them. 

Mr. Auten. Mr. Staples, [ think Admiral Denebrink’s testimony on 
cost, on the difference of $95,000, approximately, may have been based 
on the assumption that at all times he would be paying the $5 per 
ton charter rate, which is the maximum allowed under the law, where- 
as I believe that tankers are now available at $4.50 a ton or some 
smaller figure. 

Mr. Sraptes. Well, the tanker rate has changed radically and to- 
day it is maritime minus as high as 50 percent for various areas. So, 
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you are in what may be called a depressed tanker market at the present 
time. 

Mr. AtLEN. Would it be true, however, that the admiral’s assump- 
tion would only be as good as the accuracy of his assumption that 
he would be paying $5 per ton at all times? 

Mr. Srapues. Yes, I think that is probably so. 

Mr. Ray. I am not sure, from the parts of the record that I have 
seen, that he used $5 a ton. He did refer to the $4.50 rate. 

Mr. Auten. I had assumed that he might have been doing so by 
the studies made by the member of the committee who also fixed his 
charges on the basis of a $5 per ton rate. 

Mr. Ray. Would you read the figures that you have available, 
Mr. Staples? 

Mr. Srapres. Yes, sir. 

For MSTS contract-operated tankers the costs for the fiscal year 
1952 were $49.5 million. 

Mr. Ray. Those are the costs referred to in the statement that Mr. 
Casey just read ? 

Mr. Srartes. Yes, sir; that is right. They are only what we might 
call MSTS recorded costs. That is all we have to work on, and that 
cost worked out to a cost per 1,000 long-ton-miles of $1.56. 

In the same year the costs for commercial tankers on time and 
voyage charter amounted to $40.1 million, and an average cost of 
$2.03 per 1,000 long-ton-miles. 

Mr. Srapues. For 1953, the comparable figures are : 

For MSTS’ contract-operated tankers, $54.2 million at an average 
cost of $1.77 per 1,000 long-ton-miles. 

For commercial tankers, on time and voyage charter, the cost in 
fiscal 1953 was $71.8 million, which worked out to a cost per 1,000 
long-ton-miles of $1.96 in the 9 months ending March 31, 1954. 

The contract operated tankers had a total cost of $42.8 million and 
an average cost per 1,000 long-ton-miles of $1.87. 

In the same period the commercial tankers under time and voyage 
charter totaled $32.4 million for an average cost of 1,000 long tons of 
$1.37. 

Mr. Ray. Would you read the 3 figures for the MST operation, and 
the 3 figures for the charter operations ¢ 

Mr. Stapies. Right. 

On a total cost basis, or on a cost per 1,000 long-ton-miles ? 

Mr. Ray. The latter. 

Mr. Sraries. It would be $1.56, $1.77, and 1.87 for the MSTS con- 
tract-operated tankers in 1952, 1953, and the first 9 months of 1954, 
respectively. 

The comparable figures for commercial tankers were $2.03, $1.96, 
and $1.37. 

Mr. Ray. And you say, as I understand it, that the increase in the 
MST operation costs is related to labor? 

Mr. Srapies. Principally to increased costs of wages and increased 
costs of repairs. 

We have not analyzed that to verify that, but in our discussion with 
the MSTS fiscal people, that has been the principal cause attributed 
to that increase, and we have reason to believe from our other asso- 
ciation with their fiscal accounts that that is substantially correct. 
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Mr. Ray. Are you going to be able to supply the figures, Mr. Casey, 
as to the amount of these various governmental costs which are not 
included in MSTS accounting? 

Mr. Casrny. We really do not know, Mr. Ray. 

Mr. Ray. Have you any estimates at all? 

Mr. Casey. We have supplied whatever estimates we have been 
able to come up with thus far. I know of some items on which we 
will never be able to get any estimate. 

For example, one of them would be legal services rendered by the 
Department of Justice. That is some thing which is obviously on the 
face of it one that we would never be able to come up with, even a 
rough guess on it. 

Mr. Ray. What are the probabilities insofar as major items are con- 
cerned, of your obtaining a dollar check? 

Mr. Casey. I have my fingers crossed on most of the ones that we 
have not already attributed a figure to, frankly. 

Mr. Ray. Have you seen the worksheets or other papers, giving you 
a basis for this estimate of $34.5 million in fiscal 1953, which you 
state on page 15? 

Mr. Casry. Yes, sir; we have seen the figures from which they make 
that estimate. 

Mr. Ray. But, they have not estimated for items for which we do 
not give the figures here ? 

Mr. Casey. That is right, Mr. Ray. I might say that we discussed 
the report from which this statement has been prepared with the repre- 
sentatives of MSTS. They are cognizant of what we are testifying to 
here this morning, and they have gone over these various items of cost, 
as I have indicated in this statement, and they have discussed them 
with Mr. Staples and his staff. 

We did eliminate, and make certain changes in these items of cost, 
upon further explanation by the representatives of MSTS. They may 
or may not agree wholeheartedly with the itemization which we have 
given here, but I do not think that on the whole there is going to be 
too much disagreement between us on the fact that these items of 
cost are unrecorded on the books of MSTS and that it probably would 
be impracticable to try te record them on the books of MSTS. 

Mr. Ray. Is there any way of breaking the figures down? It seems 
like an impossible thing, as you stated, but is there any way of break- 
ing the figures down so that you could have an estimate of the extra 
costs which are incurred by MSTS in relation to these figures which 
you have just read into the record, so as to determine how much these 
costs not included in MSTS accounting would affect those average 
figures ? 

Mr. Casry. I had that in mind when Mr, Staples was reading these 
comparative rates of the contract and commercial shipping as to 
whether or not there is any way in which we could throw into the pot, 
so to speak, the costs for which we do have figures, and see how much 
difference that would make in this $1.30 rate, and so forth. 

I am afraid that such an attempt would result in a completely dis- 
torted picture, because of the tremendous operations that we are faced 
with. 

We are giving figures here today for the tanker operations, and we 
have the two others and unless you properly allocate even these chief 
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items of cost for which we do have figures, among the three operations, 
I am afraid it would be impossible, although it is more or less an 
accounting problem. 

I would defer to Mr. St: iple s on that, as to whether he thinks there 
is any possibility of doing it. 

Mr. Srarces. Insofar as the figures that we have cited here, the ves- 
sel depreciation is one, and Panama Canal tolls is another on which 
it might be possible to ascertain the figure — would be applicable 
to tankers and to cargo, and passenger figures, and the main reason for 
that is because those costs are incurred as to the ship, assuming that 
there are records available which will enable us to identify the ship, 
then we can put it in the category of tankers, or dry cargo, or passenger 
operations, and i am that way be able to add into the cost of the operation 
of those particular dry cargo and tanker operations just what the pro- 
portionate amount would be. 

As to military pay and allowances, I do not know, because I do not 
know whether or not MSTS ean furnish us with a breakdown of the 
names of the partic ‘ular individuals assigned to particular functions, 
which would bear their particular part of the cost of each type of oper- 
ation. Idonot know whether MSTS can do it. 

Mr. Ray. Hasthat been discussed with them ¢ 

Mr. Srartes. Not from the standpoint of attempting to apportion 
it to parti ‘ular types of oper: itions: no, sir. 

Undoubtedly, much of it—that having to do with personnel 
afloat—could, again, be identified to individual ships and, therefore, 
could be apportioned to the particular type of operation. 

As to the shore personnel, I have an idea that that is, or rather, I am 
sure that that is of an overhead nature, and therefore, would have to be 
apportions dona percentage basis. 

Mr. Ray. It strikes me that it would be helpful, Mr. Chairman, to 
have any somycci ition which they can in good reason work out. 

Mr. Allen. I agree, and I take it that the gentleman will furnish it 
if they can amet it out, if the studies continue, which I believe is their 
plan. 

Mr. Casry. We do plan on continuing, Mr. Chairman. We are, 
however, in a position of not really knowing in our own minds how far 
to continue this study at this time. We had hoped that possibly we 
might be able to receive some guidance from the subcommittee in that 
connection. On an item or a suggestion such as Mr. Ray has made, 
and where we see an objective ahead of us, we can proceed to make an 
attempt, and we certainly will do it, but we do feel that we will reach 
a point very shortly where the time and expense involved of a further 
examination of this field probably will not be worth while in the final 
analysis, insofar as contempt: ited works are concerned. 

Mr. Ray. I take it that at that time you would consult with the 
chairman ? 

Mr. Casey. That isright, sir. 

Mr. Ray. Is it a proper interpretation of these two sets of figures 
which - have given- 

Mr. Casry. I think, Mr. Ray, we could make an effort to get that in- 
formation and give it to you at a later date so that it can go into the 
record to the extent that we can identify it. 
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(The matter referred to is as follows:) 


Wilitary pay and allowances, vessel depreciation, interest, and Panama Canal 
tolls for the fiscal year 1953 and the 9 months ended Mar, 31, 1954, by category 
of operation 








Petroleu ( x0 I enger 
Fisca ir 195 
M tary pay d allowance $5. 700. 990 $11, O84, 164 $17, 784, 137 
Vessel depreciation 11, 904, 113 11, 622, 783 20, 964, ¢ 
P Interest 4, 761, 654 4, 649, 108 Q 385 Caz 
® I ima Ca | ] yO 2 142, 930 644 
I | j 29 198, 98 270, 2 
) mont! led M 4 
M ind "| 8 009 11. 880 1) 
e . \ ( ® x ss ) ) 
I 2 {86 6, 289° 392 
| ( ) 
| 7, 34 2 y, 122 104 t 
{ sels cx MSTS 1 j = 
est on GAA y ls which would to the abov ) he pe is d which 
i ’ ‘ MS I t it t Seat i 
he t t } } t} were T i f } b 
ta f r 1954 t eason of tl GA | f 
MSTS 
Polls shown h $5,269,546, wl 8 great rey ‘ It 
i i 1 pr IS ( il ¢ 
t incl MSTS 
Actual ls for en I 1 rhe amou l in 
have bes t 1e | rf 3 
Costs of the individual tupes of tanker operations after adding the above unre- 
orded costs applicable to petroleum operations 
1 
; 7 - 
Ml t 
MS1 
( ) 686 $12 ) 
I 2 082. 236. 00 124 948. 00 
( { $8 
MSs I 
( R92 
T > } 
( " 2. 33 
Cor | 
4 s 
f l4 23, 6 2 
. - ( per 1,06 g $1. 99 $1. 4 


With the addition of the aforestated unrecorded items, the cost of the MSTS 
. contract operated tankers for fiscal year 1953, on a 1,000-long-ton-mile basis, 
exceeds the cost of commercial tankers by 24 cents and for the 9 months ended 

March 31, 1954, the margin of difference is increased to 93 cents. 


) 


Mr. Ray. Going back to those 2 sets of figures for the 3 periods, and 
insofar as they are tied to future differences in costs between MSTS 
and private operations, the fluctuations would seem to me to make it 
very difficult to draw any conclusion as to the future probabilities. 

Mr. Casey. I think that is probably right, Mr. Ray. As we have 
seen, in the 3-year period that we have discussed, the rates have 
changed so that whereas the commercial rates were higher in fiscal 
year 1952, they then gradually evened off almost with the contract 
rates, and now are somewhat lower. 

I think that taking into consideration particularly the highly fluc- 
tuating nature of the tanker industry that we would be speculating 

$5110—54—pt. 2 5 
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in the extreme at this time to say whether the conditions affecting 
MSTS operations or the commercial tanker operations on the other 
hand would remain the same, or how they will vary in such a way 
as to change those rates, even in the next 5-year period, to say noth- 
ing of a 10-year period. 

Mr. Ray. I think we are all very much interested in whether that 
$95,000 figure has solid foundation as to the savings per year per ship. 

On the basis of the testimony here this morning I would draw the 
conclusion that it is not a solid figure. 

Mr. Chairman, I suggest that you put the question to Admiral Dene- 
brink, and get his answer to that for our records. 

Mr. Atuen. Mr. Casey, would you be of the opinion that all of 
these comments which you have made on MSTS costs in your state- 
ment, beginning on page 14 and continuing on, would be relevant to 
this computation of the $95,000 figure ? 

Mr. Casey. I would think so, Mr. Chairman. 

Of course, I have not had an opportunity to know exactly how they 
arrived at that $95,000 figure. 

I think it might be appropriate for Mr. Staples and his staff to take 
a look-see at the figures which were given by Admiral Denebrink, 
and to see if what we have ascertained with respect to the overall 
picture is equally true with respect to these figures which have been 
given. 

Mr. AtteN. We would appreciate it, then, if you would make such 
a further investigation and supply us with the information which you 
developed. 

Mr. Casry. We will do that, Mr. Chairman. 

(The matter referred to is as follows:) 

Admiral Denebrink in testifying on S. 3458 (an act to authorize the long-term 
charter of tankers by the Secretary of the Navy), before Subcommittee No. 1 
of the Committee on Armed Services, House of Representatives, stated that 
there would be an annual saving of $95,000 per tanker if the proposed tankers 
were owned by the Government rather than chartered from private industry. 

The admiral’s statement was based on a comparison of costs under a long-term 
charter from private industry with costs under a plan of Government-owned 
tankers operated by private industry under cost-plus-fixed-fee contracts. 

The subject of comparison was a tanker of aproximately 25,000 deadweight 
tons, having a sustained speed of 18 knots and constructed at an estimated cost 
of $7,500,000, including design, engineering, and interest during construction. It 
would have an expected useful life of 20 years. 

The cost comparison was based on the following assumptions: 

(a) Charter plan (private ownership) : 

(1) Owner will recover approximately 6624 percent of construction costs 
during the 10-year charter (40 percent in the first 5 years, and 2624 percent 
in the second 5 vears). 

(2) Owner will borrow the full cost of construction ($7,500,000), and would 
pay an interest rate of 4 percent. 

(b) Government ownership plan: 

(1) Tanker will have a useful life to the Government of 20 years, and 662% 
percent of the cost of construction would be charged off during the first 10 
years (40 percent in the first 5 years and 2624 percent in the second 5 years). 

(2) Tanker will be constructed with borrowed funds ($7,500,000), with 
interest at 2% percent, representing overall rate paid by Government. 


Based on the foregoing assumptions the admiral estimated the costs under 


each plan, as follows: 


Pm 
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EY 
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Cost per year 





Private Government 
| ownership | ownership 
| 
(a) Operating costs | 
1) Costs normally included in charter line 
Wages, overtime, fringe benefits, etc. -_. $332, 150 $332, 150 
Subsistence | 32 850 t6. 500 
Stores, supplies, et | $7, 450 | 47, 450 
Maintenance and repairs | 104, 025 | 104. 02 
Fresh water 3, 650 | 3, 650 
Insurance 
Hull and machinery 73, 000 43. 800 
Protection and indemnity 27, 375 16, 425 
Administration $6, 500 36, 500 
Subtotal } 657, 000 620, 500 


(2) Costs reimbursed by Government 
Agency fees 

Port charges, ete 

sunker fuel 

Canal charges | 

War-risk insurance 











Subtotal 458, O75 448, 585 
(3) Contractor’s fixed fee ‘ 27, 375 
Total operating costs 1, 115, 075 1, 096, 460 
| 
(b) Overhead costs 
Depreciation - - 500, 050 500, 050 
Interest 189, 800 112, 785 
| 
Total overhead costs 689, 850 612, 835 
(c) Total costs (without provision for profit to private owner 1, 804, 925 1, 709, 295 
Cost per 
. year 
Total costs under private ownership $1, 804, 925 
Total costs under Government ownership with private operation 1, 709, 295 
Annual saving under Government ownership . “ 95, 630 


An examination of the foregoing statement reveals that under either plan 
all items of expense would be the same except insurance and interest, which 
would be less under Government ownership, and subsistence and the contractor's 
fixed fee, which would be greater under Government ownership. 

An analysis and explanation of these differences is set forth below: 

(a) Insurance (saving under Government ownership, $49,640) —Since the 
Government is a self-insurer there would be no insurance premiums to pay 
if the vessed was owned by it. The risks, however, remain, and on the theory 
that over a period of time a Government-owned vessel will suffer the same 
losses aS a privately owned vessel, there was included under Government 
ownership an amount for insurance which was estimated to be the loss factor 
in the commercial insurance premiums. In determining this amount MSTS 
assumed that 40 percent of the commercial insurance premiums covers such 
factors as administrative overhead, brokerage, commissions, and profit, and the 
remaining 60 percent represents the actual loss factor. Thus the saving on 
insurance under Government ownership is represented as being 40 percent of 
commercial insurance premiums. While we cannot confirm the accuracy of this 
estimate, neither have we any reason to believe it to be unreasonable. 

(b) Interest (saving under Government ownership, $77,015).—This is the 
difference in interest on $7,500,000 between what the private owner would pay 
at 4 percent, and what the Government would pay at 234 percent. 

(c) Subsistence (greater cost under Government ownership, $3,650).—In mak 
ing this comparison MSTS estimated that a private owner would feed his crew 
for 10 percent less if he were paying it himself rather than being reimbursed 
for it by the Government under a contract operation. The saving is attributed 
to sharper purchasing practices rather than to a lower quality of food or reduced 
ration allowances. 

(ad) Contractor’s fired fee (greater cost under Government operation, 
$27,375).—This represents a fee of $75 per day to the contract operator of a 
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Government-owned vessel to cover his overhead and profit. Currently, fees 
for the operation of T-2 tankers range from $47.50 to $55 per day. A ship 
operator has a certain amount of fixed overhead which does not vary with 
the number of ships he operates, thus the amount per ship to be recovered 
increases as the number of ships operated declines. It is the opinion of MSTS 
that since each of the proposed super tankers will replace approximately two T-2 
tankers, the contractor will increase his fee for operating them. 

In the matter of costs which MSTS believes will be the same under either 
type of operation, there appears to be no basis for a contrary opinion except 
in the case of repairs 

It is generally conceded that MSTS repair and overhaul costs are greater 
than those of private industry by virtue of generally higher standards required 
by the Navy. Private operators generally make only those repairs which affect 
the seaworthiness or operating efficiency of the vessel. At the present time 
MSTS is budgeting $220,000 per year for repair and overhaul of T-2 tankers, 
which is more than twice the 
tankers. While this comparison may not be good because the T-2 tankers are 


amount they estimate for the proposed super 


aproximately 10 years old, the proposed supertankers are approximately twice 
the size of the T-2’s, and therefore their annual repair and overhaul is bound 
to cost considerably more than for T-2 tankers of comparable age and service. 
The heart of this matter is not how much the annual repairs and overhaul 
\ cost, but rather the difference between the costs under private and Govern- 
ment ownership. Whatever the costs may be, we are of the opinion that they 
ve greater under Government ownership than under private ownership, but 
ho much greater we cannot v 

It s uld be noted that in the foregoing comparison there is no provision 
for profit to the operator under the private ownership plan. On the assumption, 
therefore, that the estimated costs are accurate, the savings to the Government 


would increase by the amount of profit hich a private owner would add to his 
costs in setting a charter rate 

The cost to the owner under the private ownership plan, based on the afore- 
tated est ites, W s out to $4.68 per deadweight ton per month, after allow- 
ng e-half month per year for « hire time It is the position of MSTS that 
f it could charter these tanke at that rate, the annual cost per tanker, would 
be $95,630 greater than if they were owned by the Government and operated 
by private industry under contract rhus it ll be seen that if the charter rates 
were SS per deadweight ton per month the additional cost ould increase to 


$191,630, and if the charter rates were $4.50 per deadweight ton per month, 


the additional cost would drop to $41,630 
Mr. Ray. That is all I have, Mr. Chairman. 
Mr. Atten. Mr. Bonner? 
Mr. Bonner. On page 6 of your statement, you say that there is a 


cargo vessel being transferred tothe Navy. Just for our information, 
what is that, since MSTS is supposed to be running all cargo vessels 


for the Army and Navy and other defense forces. 
] 
Mr. Sraptes. These largely would be vessels which have been asso- 
ciated with the fleet, Mr. Bonner, which is distinct in its movements 
from MSTS operations, which are entirely in sea transportation from 


As nearly as I can make out, the various Navy fleets generally have 
is a part of the fleet certain cargo vessels which carry support for 
the fleet and supply vessels. 

They are supply vessels which are part of the fleet, and from time 
to time MSTS has obtained from the Navy, as needed, certain of these 
vessels to fulfill its own requirements when it could not fulfill them 
in any other way, and from time to time they go back to the fleet again. 

Mr. Bonner. As I understand it, you are going to get these gentle- 
men to verify or check into this, and give us a report on the accuracy 
of this $95,000 business ? ' 


Mr. Atzen. That is correct. 
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Mr. Bonner. I think that is all I have. 

Mr. ALLEN. On page 15 of the statement, you refer to military pay 
and allowances as being a cost not charged into the expenses of MSTS. 

In fairness to the organization, is it not true that a substantial 
factor involved in the payment of pay and allowances to the military 
personnel is a matter of the training of those personnel for the duties 
for the type of operation which MSTS carries on ? 

Mr. Srapries. A part of that, undoubtedly, is, Mr. Chairman, if I 
may answer that question. <A part of it is and I do not know whether 
or not it is to any greater extent than any other organization taking 
personnel into their organization would spend as part of the time and 
cost in indoctrinating and training personnel for their respective 
duties within that organization. 

Undoubtedly, MSTS has the problem, when military personnel are 
transferred to their organization from some other post of duty, of 
training these people specifically in the operations of MSTS. 

Mr. Auten. Is there a difference involved in the possibility that 
once they are trained, they are then sent to other types of duty where 
further training is involved, so that the training factor in the MSTS 
oper ation is a greater one than the training factor in a private opera- 
tion, because of turnover? 

Mr. Strapues. A part of that undoubtedly is, Mr. Chairman. I can- 
not answer that specifically as to the degree to which that affects MSTS 
more so than it does private industry. 

I would speculate that it is more of a factor in MSTS operations in 
respect to military personnel, because of what you mentioned as the 
high turnover of military personnel because of rotation within the 
military departments, whereas, in private industries once trained, 
there is more likelihood that these civilian personnel will remain on 
the job, and there is not so high a turnover rate in private industry 
as there is, undoubtedly, among the military personnel segment of 
MSTS. 

Mr. Atiten. You would agree, I take it, that the nature of the mili- 
tary operation is such as to require a greater rotation or to require 
rotation of duty among the various officers ? 

Mr. Casey. I do not know that we are qualified to say whether or not 
they rotate too much, or that they do not rotate enough. 

I think we have had that problem before us in other connections, 
as to whether or not—as, for example, in the procurement field— 
whether a rotation by the military adds to efficiency or to inefficiency. 

I have had some private thoughts on that myself, as to whether 
bringing a contracting officer in who never did any buying, and put- 
ting him in as a contracting officer for 3 years, and as soon as he gets 
to know the ropes, ship him out to a destroyer, is the right way to 
operate. 

Mr. Bonner. That is interesting. It came to light in the Govern- 
ment expenditures investigation of the armed services. A man would 
be sent to school for one specific purpose, and then assigned to an 
entirely different work, and would never get back to what he was sent 
to school for. 

In other words, they know more about everything than any group of 
people I have ever been in contact with, or are supposed to be trained 
to know more about it. 
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Mr. Casry. The reason I brought it up is because I think it is apph 
cable in the MSTS field. 

Mr. Bonner. I think it is also. 

Mr. Srapues. So far as the whole military rotation policy is con- 
cerned, it applies equally to MSTS as it does to all other branches of 
the service. 

Mr. BONNER. We had one officer who had been engaged in pro- 
curement studies, and so forth, for 2 or 3 years, and he was assigned 
to an artillery division, and he frankly told us that he was in a dif- 
ferent field from what he had been in for some time. 

Mr. Auten. On pages 17 and 18 you mentioned that in consideration 
ota comparison ot net expenses, the subsidy recapture and the income 
from Federal taxes should be taken into consideration. Would it be 
possible to compute the percentages of the taxes paid, and the recap- 
ture obtained against the gross revenues of the various lines so as to 
come up with a percentage factor which might have some value in 
making this comparison of costs? 

Mr. Casry. Of course, that would depend on how the books and 
records of the company are kept, J suppose, as to W hether or not they 
separate their revenue from Government operations, from their rev- 
enue from private operations. 

Undoubtedly, they may do that. I think, perhaps, that it would 
require some look-see at the books and records of the companies before 
we would be ina position to see exactly how far we could go along 
that line. 

Mr. Srapies. I think, Mr. Chairman, if I may add to that, there are 
many factors to be considered, and just a few which come to mind, 
which is why I do not see how we can relate the tax picture or the 
subsidy picture in the overall to any increase in commercial revenue 
resulting from an additional allocation of MSTS business to com- 
mercial shipping, because you have, for one thing, to speculate on 
which companies would get that, because on which companies get that 
depends the question of increased Federal income taxes, because each 
company is undoubedly in a different tax position. 

The same thing applies to recapture of subsidies. You have, I 
believe, some 10 of the 14 lines—subsidized lines—who are actively 
participating in MSTS operations, and they are all undoubtedly in 
different subsidy positions, particularly between zero and the 10- 
percent limitation on the earned profits, whereby unless it exceeds 
10 percent, there is no check upon subsidy—no effect. upon subsidy. 

So, I am rather doubtful that we can consider this both from the 
standpoint of getting any dollar sign and on an overall basis simply 
by taking an overall picture of the thing. 

I am afraid that we would have to make some speculative assign- 
ments of amounts of cargo to certain individual companies and then 
see what effect that would have on their individual subsidy position 
and Federal income-tax position. Those are just some of the impon- 
derables which I can see in trying to even approach that subject. 

Mr. Ray. Would you, however, with regard to the subsidized lines, 
be able to get the figures as to their entire income from shipping 
services, and the rebate to the Government of the entire amount, and 
the entire amount of income tax paid by all of the companies over 
a period of, say, 10 or 15 years, and by having such a broad sampling 
come up with a figure that is probably broad enough to use? 
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Mr. Srapies. As to the information, Mr. Chairman, I believe we 
can get that from the Maritime Administration. As to the utilization 
of it, 1 would suppose that we can possibly use it, and apply it as you 
suggest. I would hesitate in the light of the volatile operations of 

the subsidized lines over the past 10 years, and the different postions 
in which they find themselves today, and the unusual conditions under 
which shipping operations have been carried on over the past 10 or 15 
years, I would hesitate to say what we could gain from that, or whether 
or not anything that we would compute from that would be something 
which I would want to stand by, but it can be done, Mr. Chairman. 

Mr. Casry. I venture the suggestion, Mr. Chairman, that if that 
could be done, I think probably the subsidized lines themselves would 
have already furnished it to someone. 

Mr. Auten. The other question is this: 

Is there any better way of getting some figure to indicate the factor 
of difference between the appropriated dollar which is spent by an 
individual agency and the dollar which is spent by private operations 
so that the overall cost to the taxpayer could be compared a little 
better 

For example I understand that in the operation of naval tugs that 
it is possible for an agency such as the Navy Supply Center at Oakland, 
to operate a tug on the budgeted amount, giving the service and nee d 
at, say, $65,000 ‘for a certain period. 

If they used the private operations, which are run under a rate 
fixed by the Interstate Commerce Commission, I believe the rate 
might be $100,000 for about the same service in the same period, but 
the adjustments which have been taken into consideration would make 
the cost to the taxpayer relatively the same, as I understand it. 

That is the problem that I am trying to get at. If you take the 
appropriated dollar which is spent against the dollar which is spent 
to purchase the service from private industry, and then deduct from 
that last figure the amount the Government recaptures in one way or 
another, the costs are about equal. 

That is the figure I was hoping that we could approach in these 
investigations. 

Mr. Srartes. Well, my own personal reaction to that, Mr. Chair- 
man, is that I feel that this is not the kind of an operation which is 
susceptible to an overall determination even on a broad, rough basis, 
because there are so many ramifications involved in just the calculation 
of operating differential subsidy itself, and the recapture of that 
subsidy. 

It differs for each individual line. It is calculable on any kind of a 
basis only at the end of certain 10-year periods. 

In between, you might have a figure which is different. I asked the 
Maritime Commission for figures on the status of recapture of subsidy 
and turned up some rather fantastic-looking figures at the end of a 
6-year period, and it showed a very, very substantial drop in the last 
year. QOne of the maritime experts was of the opinion that if this 
continues along the same line that whatever that is accrued for excess 
profits or recapture would be completely wiped out within the next 
3 or 4 years. 

If I take those figures as they stand today, I am in a speculative area 
right there, even if I am able to do it on a single individual company 
basis. 
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That is one of the things that bothers me. I do not say it is not 
possible, but at the moment I cannot see it, Mr. C hairman. 

Mr. Casey. Aen as suggesting to Mr. Staples, Mr. Chairman, 9 
or not it might be possible, in breaking down these tanker figures 
which the subcommittee has indicated an interest in, to find out how 
much in taxes these companies would be paying on the revenue that 
they received from MSTS by reason of petroleum carried for MSTS, 
in order to make some further adjustments in those 3 figures that 
we gave you, and Mr. Staples said that first of all, of course, he would 
have to have the willingness on the part of the tanker people to co- 
operate in giving us those figures. 

Mr. ArteN. Turning to another subject, which we have discussed in 
these hearings from time to time, and that is the matter of carriage 
of privately owned automobiles where the carriage is limited to Gov- 
ernment-owned ships, I believe Admiral Denebrink indicated that 
under some circumstances it might be an economy if he had greater 
iatitude in saying what type of ships should be used for that. purpose. 

Have you made any investigation into that subject 

Mr. Casey. We discussed that subject in connection with the prep- 
aration of the report. We discussed whether or not there was any 
possibility that, for example, time-chartered vessels which are more 

less under the exclusive control of MSTS, might be considered 
as Government-owned ships within the meaning of the statutes which 
apply to the shipment of private vehicles by the Army and Navy, but 
I cannot stretch my mind that far. 

They are not Government-owned ships, after all, even though they 
might be Government-controlled ships. 

So, I think that there is no question but what the present law does 
require that those vehicles be shipped in Government-owned vessels. 

We also discussed the possibility as to whether we would recom- 
mend to this subcommittee that it consider the possibility of amend- 
ing the law in order to give some discretion to MSTS with respect to 
the type of ship in which they might ship privately owned vehicles. 

We did not do that, and I think it was probably because of the late 
hour, to so speak, in connection with the preparation of the report, 
and in this statement we think, and I will say now, that we do think, 
it is an appropriate subject for this subcommittee to consider. 

I have no question but what at the time those several statutes were 
enacted there was some legislative history as to why the shipments 
were required to be made in Government-owned vessels. What their 
reasons were, I do not know. I think it is an appropriate subject 
now to take another look at, and ascertain whether or not condi- 
tions have changed since those statutes were enacted and to consider 
whether or not the added cost. if there is any added cost, would be so 
great as to justify this subcommittee in not amending the statute in 
order to give that discretion to MSTS. i 

As I say, I think it is an appropriate subject to look into. 

Mr. ALLEN. We would appreciate it if you would give it at least a 
preliminary look and come up with a tentative set of facts from which 
we could make a determination. 

Mr. Casty. We would be glad to do that, Mr. Chairman. 

(The matter referred to is as follows :) 
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PRIVATE VEIIICLE St ING ¢ 
rhe cost of shipping a private vehicle commercially by berth term or shipping 
contract ill be based on the rate ribed in the published tari or shipping 
t ( ’ resp ( ) } } nre t ¥ 
dete! cos Howeve I g riv ! by G 
Vrie | e-chartered f ry « r ot I ig npor 
t\pe « es l, cargo l x, and <¢ 0 8] till Furthermore, be ISTS 
accounts for its costs on Galen f ge ¢ ts in t ; nat 
‘ ng CO f 1 Z| \ bh i ric S ae ‘ 
t-0o ed and e-char l ve kely to be emploved f ( 
pt s e ha th efore l d f l f load ( ad ms I I l 
suming utilization of cargo re i x ind minimu costs 
which might be encounteres I lit i ely be f nd in pract 
however, and the actual cost on ) \ ovage would probably be some 
between the highest and lowest figures Estimated costs by various means of 
shipping under the assumed loading « litions are ] ented in exhibit at 
tached. 
Review of these costs shows that the lowest commercial rates (shipping 
tract) are considerably higher than f ighest costs estimated for Government 
owned vessels Thus any switch of vehicles to commercial carrier would result 


in bigher shipping costs. 


The disparity in costs between Government-owned vessels and time-chartered 


vessels is not so great The mere shifting of vehicles from Government-owned 


vessels to time-chartered vessels would result in = slight increased costs as 
indicated in the attached statement. If however, the use of time-chartered vessels 
icles enabled better utilization of space on all MSTS-con 
trolled vessels, it is believed that some savings might be achieved 

In this connection it is pertinent to refer to Memorandum of Agreement Be- 
tween the Department of Defense and the Department of Commerce Dealing With 
the Utilization, Transfer and Allocation of Merchant Ships, executed by the 
Secretaries of the respective Departments in August 1954. This memorandum, 
which supersedes a similar one entered into in August 1951, fixes the ground 
rules by which MSTS will allocate cargo between berth lines and nucleus fleet 
vessels. In setting the priorities by which cargo in excess of nucleus fleet ca- 
pabilities will be moved, the agreement gives first priority to United States flag 
berth space. Second priority is given to voyage and time charter, but with the 
proviso that such charters “shall be kept to the minimum necessary to meet 
requirements which foresight indicates cannot be met by United States flag berth 
operators.” 

The provisions of this agreement tend to place all cargo over and above the 
nucleus fleet capacity, at the disposal of the berth lines and presumably would 
include private vehicles if they are authorized for shipment in privately operated 
commercial vessels. On the other hand if authority to ship private vehicles is 
extended only to time-chartered vessels it may give rise to some conflict with 
the above-mentioned agreement since any general cargo as might be considered 
necessary to balance the weight of private vehicles would not be available to 
the berth lines and to this extent would effectively give priortity of such cargo 
to time-chartered vessels. As indicated in exhibit A the cost of shipping private 
vehicles in commercial vessels under shipping contract is in most cases consider- 
ably higher than in time-chartered vessels. 


to move private ve 
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EXHIBIT A 


Comparative costs of shipping private passenger vehicles 


Cost per vehicle 


Conditic By By By By 
GIONS nucleus | nucleus NSA time- By com- 
cargo passenger cargo chartered | mercial 
vesse] vessel vessel vessel | vessel 


(Victory (P-2) |(Mariner)) (Victory) 


New York to Bremerhaven 


By commercial carrier: ! 
Berth tern $405 
Shipping contract = 333 
By Government-owned and time-chartered ves 
Full load of vehicles outbound, return in | 
llast $254 (2 $210 $279 |...- a 
k id of vehicles outbound and inbound 144 $106 122 159 


and general cargo 
ist 149 (?) 111 164 — 


load 3 of vehicles 
itbound., return in 











Ont ul vad 3 of veh sand general cargo 
outbound and inbour 95 59 74 105 
San Francisco to Yokohama 
By commercial carrier 
540 
ntract 366 
By G n owned and time-chartered ves- 
Full load of vehicles outbound, return in 
ballast 5 ‘ 294 @ 244 324 ie > 
Full load of vehicles outbound and inbound 169 121 143 187 
Optimum load 3 of vehicles and general cargo 
outbound, return in ballast 163 ? 124 180 
Optimum load 3 of vehicles and general cargo 
outbound and inbound 103 68 83 116 
Approximate vehicle capacity allowing for necessary 
bottom cargo (number of vehick 240 34 #410 240 


1 Rates include stevedoring. Rates shown for Government-owned and time-chartered vessels are exclu- 


sive of stevedoring which is done by the shipper services 

? Because cargo is a secondary function in passenger operations, any need to return in ballast would be 
ttril i to passenger scheduling and not to cargo operations. Therefore cargo carried on an outbound 
voyage should not be charged with any portion of the expense of returning in ballast 





I te n load”’ is used here to mean the ideal mixture of vehicles and general cargo to secure 
max id of vehicles with least amount of wasted space 
‘B lecking. Without false decking, capacity is 320 vehicles. 





Mr. Auten. I think that a good part of this problem is tied up 
with the agreement between the Commerce Department and the De- 
fense Department with regard to use of ships in various priorities. 

Have you made any ey which would indicate that there should 
be cl ne in that agreement which we might look into? 

Mr. Casry. Well, as I indicated in the statement, any changes in 
that ag exert eau come pretty close to involving a question of 
policy. In other words, it would involve a change in the degree of 
priority being accorded to commercial shipping at the present time 
over nucleus fleet vessels. 

We think that any change in the agreement which would allocate 
to commercial shipping a greater portion of the cargoes which MSTS 
has to allocate should involve commitments by the commercial lines 
to carry the cargoes that are assigned to them and to make sure that 
they are delivered expeditiously and without detriment to the national 
defense, and there should possibly also be included commitments by 
the maritime unions that there will be no tie-ups and del: ays in Govern- 
ment cargo, even though the Government cargo m: iy be carried com- 
mercial or as distinguished from Government-owned vessels. 
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However, we do think that the question as to whether or not there 
should be a change in the agreement is one which lies more properly 
within the jurisdiction of the subcommittee and with the respective 
departments that are parties to that agreement, rather than with the 
General Accounting Office. 

Mr. Auten. It would seem, judging from the two statements made 
by Admiral Denebrink, that the various percentages of carriage by 
private berths in other ships has been changing, but I take it that 
those changes are all made within the agreement, rather than involv- 
ing any change of the agreement ? 

Mr. Casey. I believe that is so, Mr. Chairman. 

Mr. Srapies. Yes; that is so, Mr. Chairman. 

Mr. Auten. If there are further changes in the agreement con- 
templated, this subcommittee would have heard of them, but thus far, 
so far as I know, we have had no information that any change in the 
agreement is being contemplated. 

Mr. Srapies. We are not aware that any changes are in prospect. 
Of course, I might add—it might be pertinent to add—that the agree- 
ment itself is rather broad, and allows considerable flexibility in its 
conduct, and in its execution in the apportionment of cargo move- 
ments or of movements as between commercial shipping and the nu- 
cleus fleet. 

Also, a part of that agreement is establishing the size of the nucleus 
fleet. 

o, if the size of the nucleus fleet moves up or down, it will unques- 
tionably affect the apportionment of movements between commercial 
shipping and Government operations, and those were provided for 
or are permissable within the agreement. 

Mr. ALLEN. The committee counsel has some questions at this time. 

Mr. Drewry. Mr. Casey, you mentioned that you have an interim 
report which will be available within the next few days. 

Do I take it from that that you have a continuing study going 
on beyond the interim report on the same general subject ? 

Mr. Casry. Well, the interim report was called “interim” because 
it was prepared more or less in haste, in order to be able to make it 
available to this subcommittee by the end of this session of the 
Congress. 

As I indicated previously, we are in a position at the present time 
of not definitely knowing how much further we can go with utility 
in this survey that we are making. We do intend to follow through 
on several things on which we are in the process of arriving at some 
conclusion, and certainly will follow through on some of these areas 
which have been indicated here this morning, and such other areas 
as the subcommittee may indicate that they think something can be 
accomplished. 

However, whether this interim report will ever be followed with 
some final report which will be an answer to all the problems, I 
certainly cannot say. 

Mr. Seaven, That was the point I wanted to establish from the 
use of the term “interim,” whether you would seek certain further 
and more detailed goals which exist in additon to whatever you may 
have at the present ‘time. 
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Mr. Casry. The word “interim” was merely used since we did not 


to be cons “l as the ultimate. so far as our work was 
concerned 
Mir. Drrewry. On t subject which Mr. Allen was Just discussing 
' ird to the effort to arrive at a comparison of net cost between 
privat Vel Ss government operations, and assuming that it is a 
Cc} } ry uld it make these spe ulations come within 
close deore f < ev it 1 were to make yo r comparison not 
on t verall basis Mr. Stan! cgested, but by taking certain 
; 
Neg ‘ ? 7 iS ¢ 
| he] ve, hase | Oo infor} vation cont WH] ec in the ch: rts s ibmitted 
| Admn Denebrink, that the greatest movement both across the 
Atlar fic and across the Pac he covers areas of the ere atest concentra- 
110! ot privately ow} ad con mercial s] Ips, and could you continue 
wh, hac , er: ig ‘rall basis whicl ‘ould 
work on that basis as against, say, an overa asis whieh would 
nelude commercial vessels going into areas where there is virtually 


no military movement at all 4 

Mr. Casey. Of course, I think the further you break it down the 
more feasible it would be, but I am inclined to think that it would 
have to be broken down still further than you have indicated. How- 
ever, I do not know that we are ever going to get it to a point where 
we have votten the thing to such a finished degree in front of us 
that we can work with it. 

That is the impression that I gather from discussions with Mr. 
Staples and his staff in the course of this survey which we have made. 

Mr. Drewry. Do you mean that there would be too many specula- 
tive assumptions and doubtful points which would have to be taken 
into account in order to arrive at any such figure? 

Mr. Casry. That is right. 

Mr. Sraries. One of the factors which I might add there, Mr. Coun- 
sel, is that in taking it on this basis or on a geographic basis from the 
subsidized side of the picture, we would also have to make some kind 
of an assumption as to how much additional movement is going 
to be made or given to commercial shipping, and certainly we would 
have to speculate on what the apportionment of that movement is 
going to be to the respective berth operators within each one of the 
general areas. Some of those will be subsidized lines, and some of 
them will be non ubsidized lines. 

So, I mean that is the kind of projection that you would have to 
make, and I do not know whether MSTS would lke us to make any 
kind of a speculation like that, because it might indicate which of the 
shippers is going to be favored or going to get a certain kind of busi- 
ness, or even as to the overall additional business. 

I mean those would be the points upon which you would have to 
agree, and you would have to agree that it would be just an 
assumption. 

Mr. Drewry. In other words, you would have to label it as specu- 
lative? 

Mr. Starters. You would have to label it as purely speculative; yes, 
sir. 

Mr. Drewry. I believe in reply to the letter from the chairman vou 
indicated that around 50 percent was carried on nonsubsidized berth 
lines, and the other was carried on subsidized berth lines: is that 


correct ¢ 
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Mr. Casry. That is right. 

Mr. Drewry. Is the information impossible, or unusually difficult 
to obtain from the nonsubsidized berth operators ¢ 

Mr. Casry. With respect to their Operations, you would not have 
any problem of subsidy recapture, 

Mr. Drewry. Yes, that is true. 

Mr. Casry. The subsidy recapture figure is limited entirely to the 
field of the subsidized operators. What we could do is to pull some 
fivure out of the alr, as being the total additional tonnage of com 


mercial shipping which would be assigned to them, and then again 
make some kind of an arbitrary determination as to the geographic 
areas. ‘Then your third step would be to make some kind of an arbi 
trary determination as to which comipahies 1h ea h geographic aurea 
are going to get this additional business which you are going to 
pari el out, and then yould would be starting on your celeriunhation ot 
the effect of subsidy recapture. 

Mr. Drewry. You are going to try to work something out on that? 

Mr. Casry. If the subcommittee wants us to, we will make an at- 
tempt. 

No matter how you label a thing of this kind, when you get into an 
area where you have so many arbitrary assumptions, the conclusion 
while h you reach has so great a Chahce ot belng prejudicial to some- 
one and so much of a chance of being wrong that it goes against the 
grain of an accountant to come up with such a conclusion. 

Mr. Drewry. Well, 1 can understand that. 

In that connection, there was introduced in the record a Defense 
Department directive, No. 4100.15, of November 24, 1953, and it ap- 
pears on page 405 of the hearings, which was accompanied by another 
directive, No. 4100.16, which seems to be an effort on the part of the 
Detense Department to do just the type of thing which we are now 
talking about. 

i wonder whether you have considered that in your discussions with 
MSS as to arriving at their own items of cost, and whether or not 
you are familiar with the directive at all! 

Mr. Svapues. 1 do not know that i am fanuliar with that directive, 
Mr. Counsel. 

Mr. Drewry. It Says in the first one just to make it brief, because 
1 think it is too long to go into here—*'Lhe purpose of this directive 
is to establish a proper defense policy with respect to the owners and 
operators of commercial and industrial type facilities,” and then they 
go on to point out that they are further attempting to determine 
whether certain facilities might be better handled through the Defense 
Department or through commercial channels. 

‘Lhe second directive sets forth the cost determinations to be taken 
into consideration. 

Mr. Srapwes. Is that the directive which requires MSTS to main- 
tain a statistical computation or record of those costs, comparable to 
that of commercial shipping which are not taken into its accounting 
or which are not paid for directly by it ¢ 

I believe that one of the Department of Defense directives required 
that MSTS maintain statistical data on such costs as affect its opera- 
tion, but which are not paid for directly by MSTS. 


That is where we got our figures on military pay and allowances. 
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Now, as far as we know, MSTS has not maintained any other sta- 
tistical data pursuant to that directive, and it is not clear to me either 
as to just how far the directive is intended to go and what I had in 
mind there is the far-reaching area which is prescribed. 

Mr. Bonner. Had you not better look at the directive, and see if 
you know about it? 

Do I understand from you now that MSTS is not doing what this 
directive says ¢ 

Mr. Srarpues. I believe that is true. 

Mr. Bonner. Well, come up here and take a look at it, and see if 
this is the one you are talking about. 

Mr. Drewry. The wording of it appears on page 405 of part 1 of the 
record. 

Mr. Casey. I am afraid, Mr. Chairman, that we are not sufficiently 
familiar with this directive to discuss it. I think Mr. Staples has in 
mind that there is a directive from the Department of Defense to 
MSTS, the nature of which was to have them keep a record of costs 

far as they are able, which are not directly reflected in their ac- 
counts, and it was pursu ant to that directive that they did estimate 
the amount of cost of military personnel assigned to MSTS. 

[ am not sure from looking at this directive that this is the one 
he is talking about. 

Mr. Auten. Have you examined the language which appears on 
page 410 of the hearings / 

Mr. Casry. At the top of the pa 

Mr. Anuen. Yes. 

Mr. Drewry. Following that, it sets forth the various elements of 
cost so far as military pay and allowance and depreciation and in- 


oe, Mr. Chairman ? 


terest on invested capital and so on is concerned. 

Mr. Casry. Mr. Staple figures that this is probably the directive 
that he has in mind, but he not sufficiently positive of it to testify 
on it 


ooest that we might make a further examination of 
] 


this directive in light of what MSTS is actually doing, and report 
back to this subcommittee as to whether or not their practices are 
based on this directive, and whether they are in compliance with the 
directive, and whether or not there are any other aspects which we 
feel ould be commented upon. 

Mr. Bonner. That is the point I am interested in, Mr. Chairman, 
and that is whether or not fet is failing to keep their records in 
‘he manner in which they are directed to keep them, and which con- 
duct makes it impossible for you to come up with the kind of report 
which would be desir: able e. 


Is that correct / 

Mr. Srarces. I believe that those two questions are related to one 
another. 

Mr. Bonner. That is the question here now, whether there is such 
a directive which makes it impossible for you to give this subcom- 
mittee the information we desire, which they are not carrying out. 

Mr. Srapies. I believe that would contribute to it. in a large 
measure. If they had more statistical data, it would be helpful. 

Mr. Bonner. There must be something in your mind to the effect 
that they are not conducting or keeping their records in such a man- 
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ner so that one could go there and get the information we desire, but 
which you could obtain for us, were they following the directive? 

Mr. Staptes. That is correct; yes, sir. 

Mr. Bonner. Well, then, we had just as well stop here until we 
get MSTS up here, and find out whether they are doing it in this 
manner and why they are not doing it in such fashion as auditors 
cannot go and get the information that we want due to the fact 
that they are not keeping the records as directed. 

Mr. Srapies. I would like to have the opportunity, if I may, of 
rechecking that directive just to make sure of myself, but that is my 
recollection of the directive. 

Mr. Bonner. Yes; because it is like putting your hand in Pandora’s 
box, and not knowing what you are going to come up with. 

Mr. Staptes. Well, I am not sure, Mr. Bonner, as to just the extent 
of the directive. 

Mr. Ray. Will the gentleman yield? 

Mr. Bonner. Yes, sir. 

Mr. Ray. I notice the date of that directive is as recent as March 
1954, and it is a pretty comprehensive thing. I would be surprised 
if any department could put it into effect that soon. 

Mr. ALLEN. In any event, I take it that it is desirable to inquire. 

Mr. Bonner. If it is that late, then what are they doing to put it 
into effect? Evidently, someone had a little information to bring 
about this directive. 

Mr. Casey. I think, Mr. Bonner, that might be an appropriate sub- 
ject for us to report back upon to this subcommittee. Of course, most 
of these figures we have given this morning, you remember, were up to 
March 1954, and conceivably they may be, by this directive, required 
to record more comprehensive figures from March on. 

Mr. Bonner. Yes. 

(The following was furnished later for insertion :) 

The directives referred to, and a similar directive applicable only to industrial 
fund activities are as follows: 

(a) Department of Defense Directive No. 4100.15, dated November 24, 1953, 
subject: Commercial and Industrial-Type Facilities 

(b) Department of Defense Instruction No. 4100.16, dated March 8, 1954, sub- 
ject: Department of Defense Program for Review of Commercial and Industrial 
Type Activities. 

(c) Paragraph 8 (c) of Department of Defense “Regulations Covering the 
Operation of Working-Capital Funds for Industrial and Commercial Type Estab 
lishments (Industrial Funds),” dated July 13, 1950 

A study of the two Department of Defense directives (reference (a) and (b 
above) indicates that their purpose is to require a review of all commercial and 
industrial type facilities within the Department of Defense to determine whether 
such activities could be performed equally well or better by private industry 
The instruction of March 8, 1954, sets forth, among other things, certain elements 
of cost and their manner of determination, which are to be taken into considera 
tion in comparing the military operation with private industry costs. 

Enclosure No. 3, to the instruction of March 8, 1954, prescribes the first in 
crement of commercial and industrial facilities to be reviewed. Neither MSTS, 
nor shipping operations in general, are included in this list. MSTS officials stated 
that MSTS has not yet been brought within the purview of these directives, 
though it may be at some later date. 

Paragraph 8 (c) of the Industrial Fund Regulations requires activities operat 
ing under the industrial fund to maintain statistical records of the following 
costs which are not recorded in their books of account. 

(a) Military pay and allowances. 

(b) Injury and damage claims paid through the United States Employees 
Compensation Commission. 
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Gove é s share of contributions to the civil service retirement fund, 
( f building occupancy in some cases. 
Indirect costs sustained by the Department of Defense and other Gov- 
ern gencies in support of the activity, such as cost of procurement, storage, 
e of te i nd supplies in the basic supply system 
Depreciation of Government-owned plant and equipment 
MSTS is not complying with t regulation except for military pay and allow- 
ance e reason that they were exempted from doing so by the MSTS Comp 
Handbook, which wa pproved by the Secretary of the Navy on March 
} 
Mr. Drewry. Mr. Staples. in connection with tanker discussions 
ie MSTS movement there are two ships presently operating—two 
tanke ult for one company—operating under time voyage 
rier. Have you taken them to account, separately, to com- 


pare t] r cost of operation as against the ¢ xXpense to the Government 


> 


Mr. Srarues. I believe that they have been put in since March 31 


54, and if they were not in prior to March 31, 1954, it would be an 
extremely short period of time. 
Mr. Drewry. Well, might that be a subject to consider during the 
few months, as additional information, if they are given a suf- 
ficient period of time to pre vide any suitable comparison ¢ 

Mr. Srapies. I think it would be possible to do that, after a repre- 
sentative period of time has elapsed. I think we would be able to 
( mpute the cost of operating—the costs to MSTS of these super- 
tankers. Of course, it must be borne in mind that MSTS is paying 
a charter fee on those, and charter rates on those, so that the question 


A 


ot cost t » the operator is one whi h is not gcenerally within our scope 
Mr. Drewry. We would be concerned with the costs in these two in- 


Mr. Srapries. That would be pl “licated upon the tonnage carried, 


if re which those supertanker were opt rated, and for that 
vv" uld he nece sary To illow aA suflicient period of time to 
rder to a 1 rounded, or a re presentative picture of that, 


iny work period they may operate on long distances or short 
nd vou have to give an opportunity for that to round itself 


| think. possibly. I would rgest a 6-month period of operation 
nininnial hich I would judge or take a look at the 
, mum in which Lt would want to judge or take a look at the 
| ivte} of these ~ ipertankers, 


\Ir. DREWRY I sugevested it as a thous ht which woul | be worth de 


en you feel that suflicient experience has been gained to 
be useful to afford a comparison. 
Mr. Srarues. Yes, sir. 
Che following was furnished later for insertion :) 


Thes ertankers referred to are 29,000 deadweight-ton tankers, having a speed 


16 knots, chartered from the Orion Shipping & Trading Co., Inc. The char- 
ter period is 5 years, at a basic charter hire rate of $3.90 per deadweight ton 
month, The tankers went into service one each in October and November 

d July and August 1954. Because a period of at least 6 months is required 

» obtai reasonable picture of operating costs, only the tankers put into opera- 


0 ber and November 1953, are susceptible of examination at this time. 

t e a valid comparison it is necessary that the tankers com- 
| carry the same products in the same geographical area during a com- 
e period of time and under similar operating conditions. Because the Orion 
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tankers replaced voyage chartered tankers carrying clean products between the 


Persian Gulf and Japan, and no contract operated T-2 tankers carrying clean 
products were employed on the same run, under similar operating conditions 
concurrent with or immediately preceding the employment of the Orion tankers, 
a strictly valid comparison of costs between the Orion and contract operated 
T—2 tankers is not possible Some of the factors which tend to distort such a 
comparison are 

(a) The Orion tankers are engaged exclusively in carrying clean products 
between the Persian Gulf and Japan, whereas no contract 


operated T-—2 tankers 
have been so employed. 

(b) Carrying of black products cannot be compared with clean products 
pecause 

(1) By virtue of t 


ieir higher volatility, clean products must be loaded and 
discharged at a slower rate than black products 
(2) Clean product re 
tanks than black prot 
(3) Because of their greater expansion characteristics, clean products neces 


require a more thorough and more frequent Clear 


ucts. 


tate a lesser utilization of tanker capacity than black products 
An extensive examination of tanker operations disclosed only one contract 
operated tanker whose operation was in any way comparable with the Orion 


tankers. Though this tanker was engaged in carrying clean products between 
the Persian Gulf and Japan during the period December 8, 1953, through July 
10, 1954, it also made several shuttle trips in the Japan-lXorea area during the 
same period 

Because of the factors recited above, it is clear that any comparison of the 
supertankers with T-2 contract operated tankers would be of doubtful validity, 
and may even be misleading. In order to obtain a reasonable measure of the 


operating costs of the supertankers we have compared such costs with those of 





tankers under voyage charter prior » and concurrent with the Orion tanker 
operation, and with contract operated T-2 tankers carrying black products it 
the same geographical area All movements are between the Persian Gulf and 


Japan 


( é 
Descrij I OK 
| product it ) ) j 
06, 873 $0. 98 
( i ( 1 ( ( 
} ‘ 56 
( 1 I 
78 1.13 
( I y i 
I ; 1 Jun 4, includir eve ttle t t! 
| rea 83, 458 1.13 
B luct Lhe ntract or ' sn} hot 
September 1953 June 1954 isive 279, 1 97 


Mr. Drewry. In your consideration of the elements of cost are you 
also taking nto account In addition matters such as stevedore costs, 
which are not borne by MSTS, but Ww hie h are generally included Ih 
the shippers’ costs ¢ They are necessary for a comparison with com 
mercial operations. 

Mr. STAPLES. Kirst of all, what we have been confronted with here 
is the cost to the Government of a certain operation as between its 
being carried on by MSTS and the same operation being cari ied on 
under the same conditions by commercial shippers. 

Getting more specific on cargo operations, and following out that 
principle, neither MSTS nor private shipping pays any stevedoring 
on such cargo as is moved for MSTS. 

So, it is a point which does not affect either one of them, becauss 
the terms under which commercial shipping moves, most of the cargo 
that is assigned to it in berth space is under the special shipping con- 


45110—54—pt. 26 
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or t clause which excludes stevedoring costs because that is handled 
by the shipper service. 

Mr. Drewry. W 7 at is the situation in regard to the element of for- 
warding. Is that being taken into consider: ition? We have had, as 
you p robab ly know, complaints from the forwarding industry to the 
effect that oe y are not being used by the military, although under 
the Bland . which is part of the 1936 act, there 1s a provision that 
rivate for\ ies shall be used in connection with Government car- 
oes, and I understand that all other agencies do use private for- 
Soa rs. 

I understand further that the MSTS position is that since their 
responsibility begins at the shipside, at the time the ship casts off, 
and ends when the ship ties up at another dock, that they are not in 
position to take part in the forwarding operation at all, and if any- 
one is, it would be the shipper services themselves. 

Have you gone into that to determine whether there are any for- 
warding activities or anything which takes the place of forw: arding 
activities, and if so, have you given any attention to a comparison of 
costs of operations / 

Mr. Staples. I might say at the outset that we have not discussed 
any spe ‘ihe thing along that line, nor have directed any specific at- 
ten ‘ie to the forw: arding function of the shipping operation either on 
the shiy per s ide, or on the MSTS side. 

We understand, however, or r: ather, I would say, that the state- 
ment by MSTS that it is not wit] hin its p rovince to co} nside ‘r that is 
undoubtedly a correct statement under their present rules of opera- 
tion. 

Mr. Drewry. Have you, Mr. Casey, given any consideration as to 
whether there has been a violation of the Bland Act insofar as the 
use of forwarders is concerned / 

Mr. Casry. I think, Mr. Drewry, not in connection with the survey, 
at least, and I do not think it has a proper place in this survey, since 
it is a study of MSTS operations, and this falls completely ‘outside 
of the MSTS operations. 

Mr. Drewry. That is true, and perhaps this had developed more 
recently, al d we have not had a chance to discuss it, but the subeom- 
mittee has been assigned the responsibility to consider the forwarder 
situation in conjunction with its MSTS study, and I believe that 
point would be one which the subcommittee might like to have the 
General Account ting Office take a }O0k at. 

Mr. Casey, in connection with the private automobile picture, and 
your review of the statutes calling for shipment of private automo- 
biles on Government-owned vessels, would you say that the statutes 
controlling that situation are put in a negative sense, i. e. that private 
automobiles shall not be carried exce pt on Government-owned vessels, 
or would you say the intent is more of a positive one to the effect that 
private automobiles shall be carried but only on Government-owned 


vessels ? 


Mr. Casry. Well, I do not think it makes too much difference how 
you put it. It turns out that they have got to be carried in Govern- 
ment-owned vessels. 

Mr. Drewry. Well, I am thinking in terms of whether the idea 
behind this thing was to conceive of shipment of private automobiles 
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strictly on a space availability basis where there would be no addi- 
tional cost for carrying them as against the idea that they should be 
carried in any event, but only on ‘Government-owned vessels. 

Mr. Casey. It looks to me as if the statutes were deemed necessary 
in order to authorize the carriage of privately owned vehicles, and as 
a means to provide that authority, they put in there “on Government- 
owned vessels.” In other words, the basic thing was to provide the 
authority for the carriage to begin with, but as it turns out, with the 
language “Government-owned vessels” in the statute and so far as the 
problem we are faced with here is concerned, it does not make much 
difference what the original purpose of the statute was, since it has 
that limitation in there. 

Mr. Drewry. There is no such limitation, is there, as far as the 
shipment of household goods and shipment of personal property of 
personnel is concerned ? 

Mr. Casry. No, sir; I do not believe so. 

Mr. Drewry. Y ou expressed the thought that it may be well to take 
a new look at the private vehicle movement at the present time. Would 
it be possible to determine from accessible records what the private 
vehicle movement was at the time the statutes in question were 
enacted, or is that beyond all possibility ¢ 

Mr. Casey. It might possibly be contained in the hearings as a part 
of the legislative history, and I would be very much surprised if it 
was not contained there. Although the statutes, as I remember them, 
are quite old, I think probably we could get the legislative history 
from the Library of Congress. 

Mr. Drewry. The thought which I had in mind is that in testimony 
last week it was stated that at the present time there is a movement 
of approximately 2,000 automobiles per month going to Europe, and 
at that rate it would be difficult to conceive that they could be carried 
on a purely space available basis, and it may be that there are not 
enough Government-owned ships to carry them to keep up at that 
rate. I believe further that the movement overseas last year, as tes- 
tified to by General Yount, was something like 30,000 privately owned 
vehicles, which might be interesting if we could get the ficures to 
make a comparison between the movement at the time the statutes 
were enacted and the situation today. 

Mr. Casry. I guess we could assume that there would be a quite a 
difference. 

(The following was furnished later for insertion :) 

The legislation which presently requires private passenger vehicles to be shipped 
on Government-owned vessels is embodied in Public Law 604 79th Congress, 
approved August 2, 1946 (34 U. S. C. 898), and section 617 of Public Law 434, 
Sist Cangress, approved October 29, 1949 (10 U.S. C. 825). 

Examination of congressional committee reports on this legislation failed to 
disclose any indication of the volume of vehicles being moved at about the time the 
legislation was being considered. The information stated below was obtained 
from the military services. 

In the Department of the Navy no figures are available on the 
private passenger vehicles prior to the establishment of MSTS 

For the Army and Air Force, the number of private passenger vehicles moved 
in the fiscal years 1947, 1948, and 1949, is shown in the following tabulation. 
Figures are not available for the fiscal year 1946. 


movement of 
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During the fiscal year 1954, 71,667 private passenger vehicles were moved by 
ISTS An analysis of this movement, by service and type of movement, is shown 
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Mr. Drewry. In your consideration of this problem would it be 
vour opinion that as far as the movement of military cargoes are 
concerned that there is available information of a nature which could 
ve considered by the Maritime Administration in the development of 
ts trade route surveys which would enable them to make a more 
iformed estimate as to what vol ime ol trafth would be going over 


c areas Which would be a ol de to them in determining the needs 
additional commercial voyages, if there should be any determi- 
nation that there should be greater employment of private vessels 


ithe cari age of Government cargoes. 
Mr. Casey. Do I understand that you are wondering whether or 
not the Trade Routes Section of Maritime has available to it the 


rut from MSTS as to what their cargo carryings are over 

( n routes and are they taken into consideration in changing the 
juirements for berth lines? 

Mr. Drewry. That is right and whether it is available and whether 


available in such form as to be of value to them in making those 


Mr. Casry. I do not believe we have gone into that, Mr. Drewry. 
Mr. Srapies. We have gone into it a little bit, but not asa specific 


oposition; but we know from our general association in analyzing 
the cargo Operations of MSTS that to some degree the geographic 
rt of oper ition of MSTS are consistent with or coincide with cer- 
{ ne ntial trade routes as authorized by the Maritime Adminis- 


tration. However, the two areas do not exactly coincide. There 
lot of lapping over between an area as segregated by MSTS and 

t certain essential trade route and you can, by combining certain 
ential trade routes of the Maritime Administration, agree with 
venerally certain geographic areas established in which MSTS opera- 
(ions move. As to a single individual trade route, I think it becomes 
more and more difficult, but you can get an overall picture of that. 
We have in process in our work with the Maritime Administra- 
tion, or in connection with our work for the subcommittee, the 
preparation for us of statistical data showing the cargo- arrying Ca- 
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pacity by essential trade routes of all the berth lines—American-flag 


berth lines—and also the cargo which they actually carried over the 
year 1n those same areas, the re sult a difference being what might 
he considered a theoretical available carrying capacity of the Am ie] 
ican merchant marine or berth lines, rather, in each one of HOse¢ 
reas Lhe idea bel nd that wa to nnd out yust Vv it 18S the ¢ ipal | 
ity of commer | ship} l ) nd idadltional roo moven 
It will 7 Col | e ft or ~P ise nvVA lab itv of pace V 
throughout the year. It will just be an overall picture wi! 
would indicate in a broad way what the available capability is of 
the commer ial berth line 

Mr. Drewry. Would not that be a part of the same problem which 


you Mention on page LO of your statement in regard to the rigid rule of 
the Army that cargo must not remain in port for more than 15 days, 
and it is not only the que stion of the routi f” of commercial lines and 
the availability of tonnage, but it is a question of timing! Do you 
know why they have such an absolutely rigid rule 

Mr. Stapves. Well, I have heard two versions of it. From one 
source we have heard that it is pretty rigid, and they try to enforce 
it pretty much on the line. From the other source we have heard that 
it is one that they use some degree of discretion in applying, and that 
it is not so rigid as it might sound. We are not in a position to verify 
that without making a specific study of that particular thing as to 
just how rigid it is. 

Mr. Drewry. Do you know the purpose of the rigidity of it? 

Mr. Srarues. As near as I can find out there are two purposes. The 
first one, and I understand the major one, is: it is part and parcel of the 
whole chain or procedure—the program procedure followed by the 
military departments from the time a requisition initiates in a 
foreign location all of the way through the various steps it has to 
take until it is finally delivered back, gets delivered back pursuant to 
that requisition, back to that foreign location. That involves some 6 
or 7 steps along the way, and 1 of those is the estimate that is made 
for the time the goods are in port before they are loaded. The second 
one, as I understand it, is to prevent jamming at the terminals, 1 
order to keep a smooth flow of cargo moving in and out of the ter- 
minals, 

Mr. Drewry. A terminal is more or less rigid itself, is it not? 

Mr. Sraries. The terminal capacity is a nonexpandable thing, it is 
there, and you cannot put any more in there than it will contain. 
Whether or not it is completely full all the time and would not be 
adjustable under an adjustment of the 15-day rule I am not in a posi- 
tion to say right now. 

Mr. Drewry. On page 7 of Mr. Casey’s statement reference to the 
intra-area movement between Japan and Korea is made. Would it be 
possible to ascertain the volume of that movement which may or may 
not be of interest to commercial operators ¢ 

Mr. Stapies. As a matter of fact, Mr. Drewry, it is quite a signifi- 
cant part of the overall movement. In the 9 months ending March 31, 
1954, it approximated 36 percent of the total cargo lift of nucleus and 
GAA vessels. In that 9 months there were approximately 2.7 million 
measurement tons moved intra-area between Japan and Korea. 
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Mr. Drewry. You mean it had already been moved from the 
United States! 

Mr. Stapies. Yes, sir. 

Mr. Drewry. And that is added to the total lift during the period ? 

Mr. Sraptes. Yes, sir; that is right. 

Mr. Drewry. On the same page there was reference made to 253 
passengers being handled. 

Mr. Casey. 253,000 passengers. 

Mr. Drewry. Yes, 253,000 passengers. Were they, for the most 
part troops, or do you have a breakdown on that as between troops 
and dependents? 

Mr. Srapes. I do not have that breakdown. I think the official re- 
port would give us a breakdown between troops and dependents. I 
am informed by MSTS that a very large portion of those are Korean 
military personnel. 

Mr. Drewry. In connection with the tanker situation, on page 14 
of your statement it said: 

From an operational standpoint transfer of the petroleum movement to com- 
mercial tankers to the extent that the industry has suitable tankers available on 
reasonable terms appears to present no problems. 

When the subject was raised last week, Admir al Denebrink indi- 
cated one problem that concerned him was the fact, or the statement, 
that it would cost about $250,000 per ship to lay up a T-2 tanker. 

Do you know how that compares with the lay-up cost of the Mari- 
time Administration for a similar vessel 

Mr. Sraptes. No, sir; I do not know, but I feel confident that it is 
more. How much more, I do not know. I say that only because the 
Navy, when they lay up a tanker or when they lay up any ship they go 
to considerable length to protect and preserve that ship and do a lot of 
repairs and alterations on it, so that it makes it much easier and much 
quicker to activate it in case they need it. 

Mr. Drewry. In your further consideration of these problems, can 
you make some reference to the two methods, as to how much they do, 
what they do, and why one should be different from the other, if that 
should be so? 

Mr. Srarues. Yes, sir; I think we can do that. 

Mr. Drewry. Both on the laying up, and the breaking out ? 

Mr. Srapues. Yes, sir. 

Mr. Drewry. On page 16, on the subject of the Panama Canal, you 
mention the United States Government owned or controlled vessels 
which are not generally required to pay tolls for passage through the 
Panama Canal. By controlled, does that embrace time-chartered 
vessels or solely nucleus and general-agency vessels? 

Mr. Sraptes. No; it includes time-chartered vessels. It also in- 
cludes voyage-charter vessels on the outgoing voyage in case they are 
carrying Government cargo. 

Mr. Drewry. Everyt oar except berth ships ? 

Mr. Sraptes. Yes, sir; that is right. 

Mr. Drewry. That is all. Mr. Chairman. 

Mr. Auten. Thank you very much, gentlemen. We very much ap- 
preciate the information that has been supplied by you. 

Mr. Casey. Thank you, Mr. Chairman. 
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Mr. Auten. There has been some correspondence between myself, 
as chairman of this subcommittee, and the Comptroller General which 
I will submit for the record to be made a part of it at this point. I will 
also submit correspondence between myself and the Maritime Admin- 
istration regarding the part played by our private merchant marine 
and the Maritime Administration in the Korean situation. 

(The matter referred to is as follows:) 


CoRRESPONDENCE Between Hon. Joun J. ALLEN, JR., CHAIRMAN, 
SPECIAL SUBCOMMITTEE To CONSIDER OPERATIONS OF MILITARY SEA 
TRANSPORTATION SERVICE, AND THE COMPTROLLER (JENERAL OF THE 
Unirep STATES 

Hovusk& or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington 25, D. C., March 25, 1954. 

Hon. Linpsay C. WARREN, 

Comptroller General of the United States, Washington 25, D. C. 


Dear Mr. Warren: Reference is made to my letter of February 26, 

954, requesting the assistance of your office in connection with the 
ae of the Spec ‘ial Subcommittee To Consider the Operations of the 
Military Sea Transportation Service of which I am chairman. 

Since writing the above letter, we have met informally with your 
representatives to discuss the various aspects of the problems con- 
fronted by the subcommittee and have received the highest degree of 
cooperation. It is my understanding that your staff are presently 
engaged in a special examination of the details of the operations of 
the MSTS in relation to the de ‘velopment and operation of the mer- 
chant marine which will provide invaluable information to the sub- 
committee when it becomes possible to make a report thereon. 

In the meantime, there seem to me to be certain questions which 
might be briefly answered by your office without the delay involved 
in hearings and an intensive operation and cost analysis. These 
questions are designed so as to provide a framework within which 
you, or your representatives, might testify before the subcommittee 
prior to the completion of your more detailed studies. 

Accordingly, | would appreciate it very much if you would furnish 
me with replies to the questions set forth on the attached sheet at 
your earliest convenience. 

In addition, I would also like to have some cargo utilization statis- 
tics on the MSTS nucleus fleet during the past 12 months. I would 
suggest that this be on a sample basis by making an analysis of the 
weight and measurement tonnages of dry cargo shipped abroad vessels 
of the MSTS nucleus fleet in the first three s: ailings of each month of 
the period involved. Of course, this analysis should also include 
sailing dates and points of origin and destination. 

With kindest personal regards. 

Cordially yours, 
JoHN J. ALLEN, Jr., 
Chairman, Special Subcommittee To Consider Operations of 
Military Sea Transportation Service. 
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Do data showing declining per ton-mile costs, as presented by 
the MSTS on several occasions in the past, necessarily indicate 
growing efficiency if the base period of the trend is not established 
as being an economical cost per ton-mile in the first place? Yes 
or no 

3. Is it, from an accounting point of view, accurate to state that 
MSTS costs of operation reflect the real financial burden upon the 
taxpayer for the functions MSTS performs? Yes or no. 

1. Are there specific elements of normal operating costs which are 
not reflected in MSTS’ accounts? Yes or no. 

5. Does the exclusion of certain normal costs from MSTS accounts 
make it impossible to make any reliable comparison between its 
costs and the costs for the same service under private operation? 
Yes or no, 

6. Do the MSTS accounts reflect investment of the taxpayer’s 
funds in the Government-owned vessels which MSTS is operating 
in its nucleus fleet? Yes or no. 

If such capital costs do not enter the MSTS records, does it also 
not preclude MSTS from considering either depreciation or amortiza- 
tion as a cost element? Yes or no. 

7. Under normal accounting pract’ces does the private ship operator 
inc'ude either depreciation or amortization as one of his basic costs? 
Yes or no. 

In general, what percent of a private ship operator’s total cost is 
absorbed by this element? 

8. If the taxpayer’s funds used in the construction of a vessel owned 
by the Government, and operated by MSTS, are not included in the 
MSTS accounts, does that not immediately prevent MSTS from 
covering in its records interest charges on such capital utilized? Yes 
or no, 

However, did not the accumulation of funds used for this purpose 
by the Government include interest costs very real for the United 
States Treasury? Yes or no. 

9. If a private operator uses private capital for the construction of 
a vessel, is not interest a charge he must meet? Yes or no. 

For a fairly typical American steamship company, what percent of 
total annual expenditures at present would interest charges constitute? 
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10. Do the MSTS accounts reflect any costs for insurance whatso- 
ever? Yes or no. 

What percent of total annual costs would insurance constitute in 
general? 

11. Does the MSTS include in its cost data expenditures for passen- 
ger solicitation? Yes or no. 

Freight solicitation? Yes or no. 

The use of Government port and terminal facilities either in the 
United States or abroad? Yes or no. 

Are such expenditures included in the costs of the private ship 
operator? Yes or no. 

Do MSTS costs include stevedoring charges? Yes or no. 

Does the private ship operator have to make expenditures for such 
cargo handling services? Yes or no. 

What part of a more or less typical steamship company’s expendi- 
tures would go into cargo handling charges? 

13. Does the MSTS cost data provide any fair basis for comparing 
its overhead expense with that of a private ship operator? Yes or no. 

Does the MSTS pay office rent? Yes or no. 

Are the salaries of military uniformed personnel considered part of 
MSTS costs? Yes or no. 


COMPTROLLER GENERAL OF THE UNITED STATEs, 
Wash ington 26, May 7, 1954 
Hon. Joun J. ALLEN, Jr., 
Chairman, Spe cial Subcommittee to Consider Ope rations of 
Military Sea Transportation Service, 
Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CuartrMan: This is in response to your communication 
of March 25, 1954, in which you presented certain questions for brief 
answers by this Office, and also requested cargo utilization statistics 
on the MSTS nucleus fleet for the past 12 months, in connection with 
the examination being made by your subcommittee of the operations 
of MSTS. This information is furnished in exhibits A and B, whicb 
are transmitted herewith. 

Exhibit A sets forth the answers to the specific questions which you 
presented. As far as possible, we have answered the questions ‘‘Yes” 
or “‘No”’ as requested, but in most cases such answers should not be 
construed as being adequate for a proper understanding and objective 
consideration of the subject matter of the questions. We have as- 
sumed from the text of your communication that the purpose of this 
type of answer is to lay the foundation for further examination of 
these matters, in the course of which all significant information would 
be brought out. In questions 7, 9, 10, and 12, you have requested 
information on the ratio of certain types of costs to total costs for 
private ship operators. Since these types of costs vary considerably 
among individual operators, we are furnishing this data for several 
operators—subsidized and non-subsidized—as taken from financial 
statements filed by these operators with the Maritime Administration. 
The data are shown in schedule 1 

Exhibit B shows certain data relative to cargo utilization on voyages 
for the 6 months ended December 31, 1953, on representative dry 
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cargo vessels of the MSTS nucleus fleet. The number of voyages and 
vessels listed is somewhat more extensive than suggested in your com- 
munication. As part of the special examination which the General 
Accounting Office is making in conjunction with the work of your 
subcommittee, we were developing data along the lines re quested and 
felt that the more. extensive selection of vessels and more recent 
voyages would give you a broader and more current picture of cargo 
utilization. The voyages have been grouped to correspond approxi- 
mately to the establis ed United States maritime essential trade 
routes. You will note a the percentages of cargo utilization have 
been computed on 2 bases, viz, tonnage and measurement tons (cubic 
content converted at 40 cubic feet to a ton). This has been done to 
enable proper consideration of the weight and volume factors of cargo 
carried in relation to the tonnage and cubic capacity of the respective 
vessels 

If you desire any further information on these matters at this time, 
we shall be pleased to furnish it to you. 

Your letter of March 30, 1954, relative to other matters connected 
with your examination, is receiving our earnest attention and reply 
thereon will be forwarded as soon as possible. 

Sincerely, 
FRANK H. WeItTzeEL, 
Acting Comptroller General of the United States. 


Exuipit A 


ANSWERS TO QUESTIONS PRESENTED BY THE SPECIAL SUBCOMMITTEE 
To ConstpeR OPERATIONS OF MILITARY SEA TRANSPORTATION 
SERVICE 


(Per letter March 25, 1954, from chairman of subcommittee to 
Comptroller General) 


Question 1. MSTS has in the past before this committee and else- 
where presented data to indicate that it is an economical operation and, 
as a matter of fact, has grown increasingly more economical in recent 
vears. Since MSTS acts merely as an agency for the armed services 
and incidentally other branches of the Government, would we not 
get a more accurate appraisal of the real cost of MSTS operation by 
finding out what the appropriations are for ocean transportation of the 
various agencies for which MSTS performs this function? Yes or no. 

Answer. Yes, but ocean transportation of the various agencies and 
the activities related thereto are not separately identifiable in the 
budget presentations nor in the accounting records of the agencies in 
respect of opers itions handled by MSTS. 

Question. Were the total costs incurred by the armed services for 
ocean transportation greater or smaller than the cost of MSTS 
operation for the last full fiscal year? By how much? 

Answer. We do not know, for the reason stated above. 

Question 2. Do data showing declining per-ton-mile costs as pre- 
sented by the MSTS on several occasions in the past, necessarily 
indicate growing efficiency if the base period of the trend is not estab- 
lished as being an economical cost per ton-mile in the first place? 
Yes or no. 

Answer. No. 


NAS te Sea 


ne 


aimee AR cee 


eters anor eaesatan 


ais RH RN: aR A a 


<a 


MILITARY SEA TRANSPORTATION SERVICE 635 


Question 3. Is it, from an accounting point of view, accurate to 
state that MSTS costs of operation reflect the real financial burden 
upon the taxpayer for the functions MSTS performs? Yes or no. 

Answer. No. 

Question 4. Are these specific elements of normal operating costs 
which are not reflected in MSTS’ accounts? Yes or no. 

Answer. Yes. 

(Question uv. Does the exclusion of certain normal costs from MSTS 
accounts make it impossible to make any reliable comparison between 
its costs and the costs for the same service under private operation? 
Yes or no. 

Answer. Yes. 

Question 6. Do the MSTS accounts reflect investment of the tax- 
payer's funds in the Government-owned vessels which MSTS is 
operating in its nucleus fleet? Yes or no. 

Answer. No. 

Question. If such capital costs do not enter the MSTS records 
does it also not preclude MSTS from considering either depreciation 
or amortization as a cost element? Yes or no. 

Answer. No. 

Question 7. Under normal accounting practices does the private 
ship operator include either depreciation or amortization as one of his 
basic costs? Yes or no. 

Answer. Yes. 

Question. In general, what percent of a private ship operator’s 
total costs are absorbed by this element? 

Answer. See schedule 1 attached. 

Question 8. If the taxpayer’s funds used in the construction of a 
vessel owned by the Government, and operated by MSTS, are not 
included in the MSTS accounts, does that not immediately prevent 
MSTS from covering in its records interest charges on such capital 
utilized? Yes or no. 

Answer. No. 

Question. However, did not the accumulation of funds used for 
this purpose by the Government include interest costs very real for 
the United States Treasury? Yes or no. 

Answer. Yes, assuming that the construction of the vessels was 
financed from borrowed funds. 

Question 9. If a private operator uses private capital for the con- 
struction of a vessel, is not interest a charge he must meet? Yes or no. 

Answer. Yes, to the extent that the private operator borrows 
funds to finance the construction of the vessel. 

Question. For a fairly typical American steamship company, what 
percent of total annual expenditures at present would interest charges 
constitute? 

Answer. See schedule 1 attached. 

Question 10. Do the MSTS accounts reflect any costs for insurance 
whatsoever? Yes or no. 

Answer. Yes, but only in particular cases and in a relatively small 
total amount. 

Question. What percent of total annual costs would insurance 
constitute in general? 

Answer. See schedule 1 attached. 
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Question 11. Does the MSTS include in its cost data expenditures 
for passenger solicitation? Yes or no. 

Answer. No. 

Question. Freight solicitation? Yes or no. 

Answer. No. 

Question. The use of Government port and terminal facilities either 
in the United States or abroad? Yes or no. 

Answer. No, except for certain services and utilities which may be 
charged to MSTS under arrangements between the local commands 
of MSTS and the military service operating the particular facility. 
These are believed to be minor in amount. 

Question. Are such expenditures included in the costs of the private 
ship operator? Yes or no. 

Answer. Yes. 

Question 12. Do MSTS costs include stevedoring charges? Yes 
or no. 

Answer. No, except insofar as stevedoring charges may be con- 
sidered as included in the tariff rates paid to private shipping on berth 
shipments. 

Question. Does the private ship operator have to make expendi- 
tures for such cargo handling services? Yes or no. 

Answer. Yes, except where by special arrangement such as Govern- 
ment cargo loaded at Government terminals, the stevedoring is done 
under Government auspices. 

Question. What part of a more or less typical steamship company’s 
expenditures would go into cargo handling charges? 

Answer. See schedule 1 attached. 

Question 13. Does the MSTS cost data provide any fair basis for 
comparing its overhead expense with that of a private operator? 
Yes or no, 

Answer. No, but by reclassification, elimination, and inclusion of 
certain types of expense, it may be possible to put them on a com- 
parable basis. 

Question. Does the MSTS pay office rent? Yes or no. 

Answer. Yes, for certain space, principally that rented from private 
owners. 

Question. Are the salaries of military uniformed personnel con- 
sidered part of MSTS costs? Yes or no. 


Answer. No. 
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Housr or REPRESENTATIVES, 
CoMMITTEE ON MerRcHANT MARINE AND FISHERIES, 
Wash ington 25, D. C., March 80, 1954. 
Hon. Linpsay C. WARREN, 
( omptrolle r General of the United States. 
Washington 25, D.C. 


Dear Mr. Warren: In the hearing conducted on March 26 by 
the Special Subcommittee to Consider Operations of Military Sea 
Transportation Service, Admiral Denebrink gave certain testimony 
which brought to mind certain questions, the answers to which I am 
hopeful you may be able to give us. 

In the hearing Admiral Denebrink used a chart, No. A-7, which 
was included in his testimony and which is entitled, “Priority of 
Shipping Methods Employed by MSTS, etc.” You will note that 
the first priority is the use of ships of the MSTS nucleus fleet. The 
second priority is the use of available berth space. The third priority 
is the use of time-chartered vessels. 

The testimony reveals, however, that if MSTS has a vessel under 
time charter and has cargo which might be moved either in that 
vessel or in berth space, it determines in many instances that prudent 
management requires that it use the time-chartered vessel, the use 
of which can be had without further charge. In effect, it seems to me 
that this practice places time-chartered vessels in the same category 
as ships of the MSTS nucleus fleet during the period of the charter 
and places them ahead of what is supposed to be the second priority 
of space to be used. 

I presume that the cargo supplied by MSTS should be considered 
as the last increment of cargo which a ship obtains in addition to its 
normal cargo. I presume further that it is quite possible that the 
addition of the last increment of cargo on any voyage can make the 
difference between profit and loss for the voyage and that the profit 
from a voyage might be increased in much larger proportion than the 
proportion of the MSTS cargo to the total lading. 

The increase of profit to the berth operators by the carriage of this 
MSTS cargo would increase the recapture of Government subsidy 
and reduce the cost of ship-operating subsidy to the Government. 
On the other hand, the failure to use a time-chartered ship, unless 
some cancellation can be had, results in the loss of a use already 
committed or paid for. The first question, therefore, is as to the 
amount which is lost to the Government through the failure of MSTS 
to use berth space available and thereby increase the Government 
recapture, or on the other hand, the amount of loss to the Government 
by the failure to use a time-chartered vessel already paid for. 

A very similar question arises in connection with practice of MSTS 

1 obtaining rates lower than conference rates for the use of berth 
a ice. I believe that conference rates are set by the Maritime Board, 
or at least approved by it, on the basis that they are fair, just, and 
reasonable. I believe that the MSTS is probably the only shipper that 
is not required to pay the conference rates. I presume that it is 
understandable that a private operator will take large blocks of cargo 
at reduced rates because the space is available and a. bye a8 is the 
last increment to be added to a ship which will sail in any event. 
However, the practice of paying a reduced rate aa probably 
reduce the profit on the voyage and the ultimate recapture of the 
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subsidy. To an extent, therefore, the reduction of the recapture 
and the increased cost of the ship-operating subsidy amounts to the 
support of a shipping service by Department of Commerce funds 
for the use of the Department of Defense. ‘The question, therefore, 
arises as to how much MSTS saves by obtaining reduced rates on the 
one hand and how much this practice costs the Government in 
increased ship-operating subsidy on the other hand. 

I believe also that the various military services have practices of 
measuring cargo which are different from the standard practice 
and which result in berth operators being required to take cargo from 
MSTS which measures less tonnage than if measurements used by 
private shippers were applied. This practice, if it exists, results in a 
situation similar to that of obtaining lower rates. 

The extent to which these practices cause minor or substantial 
sums to be involved is difficult to determine. 

In addition to the foregoing, I believe we could get a useful indica- 
tion of the extent to which the various practices affect the revenues 
of the berth operators if we could get a report of the total tonnage 
of general cargo, by weight and measurement, transported under the 
control of MSTS during 1952 and 1953. It would be sufficient to 
limit the figures to general cargo of the types considered to be suscept- 
ible to carriage by vessels of commercial berth lines. 

I would like this broken down in accordance with the following 
grouping. 

1. MSTS/Navy-Owned vessels. 

2. Controlled MSTS fleet: 

(a) General agency vessels. 
(6) Time-chartered vessels. 

3. Commercial-berth lines. 

I would also like to have these figures relating to cargo between 
United States ports and world ports operated by areas as generally 
described by the Maritime Administration (Federal Maritime Board) 
to be essential foreign trades of the American merchant marine— 
particularly trade routes 5 through 13, 17, 18, 21, 22, 26 (a), 26 (b), 
29, and 30. 

If you can be of assistance to us with regard to the foregoing, or any 
part of it, it will be greatly appreciated. 

With kindest regards. 

Cordially yours, 
Joun J. ALLEN, Jr., 
Chairman, Special Subcommittee to Consider Operations of 
Military Sea Transportation Service. 





CompPTROLLER GENERAL OF THE UNITED STATEs, 
Washington 25, June 15, 1954. 
Hon. Joun J. ALLEN, Jr., 
Chairman, Special Subcommittee to Consider 
Operations of Military Sea Transportation Service, 
Committee on Merchant Marine and Fisheries, 
House of Representatives. 

My Dear Mr. CuHatrMan: Reference is made to your letter of 
March 30, 1954, on certain matters which you have submitted for 
our consideration relating to the examination by your subcommittee 
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of the operations of Military Sea Transportation Service. For pur- 
poses of our response, we have classified the subjects outlined in your 
letter under the following broad headings. 

1. Use of available time-chartered vessels in lieu of berth space. 

2. Rates paid by MSTS 

3. Practices followed in measuring cargo. 

4. Statistical data on movements of general cargo. 

Each of the above subjects is discussed herein under its respective 
heading. 

1. Use of available time-chartered vessels in lieu of berth space 

This subject deals with instances wherein MSTS uses available 
time-chartered vessels for cargo movement in lieu of having the cargo 
carried by private shipping in berth space. You state that the effect 
of this practice tends to reduce the profit of the berth operator and 
correspondingly the recapture of operating subsidy by the Govern- 
ment, while on the other hand the failure to use a time-chartered 
vessel results in the loss of a use already committed or paid for. 
Your stated interest is in the amount lost to the Government through 
either course of action. 

This question involves a number of complex and intangible factors 
which directly bear on the cost to the Government in either case. 
For one thing, the recapture of operating subsidy would relate only 
to subsidized operators. Analysis of the total dollar payments by 
MSTS to private operators for berth space shipments in the 6 months 
ended December 31, 1953, discloses that approximately 45 percent 
of such payments were to subsidized operators, indicating a sizable 
participation in berth shipments by nonsubsidized lines. 

Under the procedures followed by MSTS, berth space shipments are 
allocated to private operators maintaining a regular service within the 
designated berth areas. No distinction is made between subsidized 
and nonsubsidized operators. We do not know how many instances 
there were in which cargo was moved in time-chartered vessels at 
times when berth space was available, and such information would 
not be readily determinable. In this consideration there would be 
the question of whether sufficient berth space was available to handle, 
within the required delivery time, the quantity of cargo for which a 
time-chartered vessel would ordinarily be used. The position taken 
by the industry in our discussions with their representatives is that 
berth operators generally do not have space available to move approxi- 
mately full shiploads in conjunction with their regular operations. 

The question in respect of subsidized operators is further compli- 
cated by the process through which the recapture of operating subsidy 
is determined. As you undoubte dly know, the operating subsidy con- 
tracts between the subsidized lines and the Maritime Administration 
are generally for long periods (20 years) and provide that at the end 
of each 10-year period the cumulative net results of the individual 
operators, including operating subsidy earned, shall be calculated, and 
to the extent that such cumulative net profits exceed 10 percent of 
capital necessarily employed during that period as computed by the 
Maritime Administration, the Government shall recapture 50 percent 
of such excess profits up to the amount of the operating subsidy 
credited to the operator during the 10-year period. Only those profits 
resulting from operations in the trade routes assigned to the operator 
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as essential foreign trade routes are included in the computation of 
profits for purposes of subsidy recapture. Any increase in profits such 
as those which might result from movements in berth space which 
have or may be moved in time-chartered vessels, within the 10 percent 
ceiling would have no effect on the recapture of subsidy. Thus it 
may be seen that while the loss of revenue by subsidized operators 
through the use of MSTS time-chartered vessels undoubtedly has an 
adverse effect on the recapture of subsidy by the Government, the 
extent of such effect is so influenced by fluctuations in year-to-year 
profits or losses and by the methods under which subsidy is recaptur- 
able, that any calculation of the amount of such effect at an interim 
date (assuming that the instances thereof could be identified and that 
sufficient private space was available) probably would have doubtful 
value. 

A rough indication of the relative costs to the Government of moving 
cargo in private berth space and under time charter may be obtained 
from three typical examples which we selected at random—1 from the 
Atlantic coast to Europe, and 2 from the Pacific coast to the Far East. 
The calculations for cost by berth space have been based on movement 
in single shipment and the reduced rates for shipments in large quan- 
tities have been used. It is presumed for purposes of these examples 
that MSTS would not have been able to assign the time-chartered 
vessels to other service and accordingly would have exercised its option 
to cancel the charters on 20 days’ advance notice which is the usual 
notice stipulated in most charter parties. Therefore, in the examples 
presented below the extent of loss to the Government by cancellation 
of the charters would have been determined by the number of days 
prior to loading, that the berth space was made available to MSTS and 
the cargoes assigned to such berth space. Because of certain factors 
not readily determinable, including the availability of berth space, 
delivery requirements of the shipper services, and the quantity of cargo 
moved, the calculations shown in these examples should be considered 
only as furnishing a general idea of the relative costs of the two types 
of services in the areas selected. 

Example 1.—The steamship Mohawk, a time-chartered vessel, 
moved 6,787 measurement tons from New York to Bremerhaven, and 
returned in ballast. The total cost represented by charter hire, fuel, 
port charges, war risk insurance, etc., was approximately $76,000. 
The cost of moving this cargo in berth space would have been $94,000. 
The cost of the’ vessel for the 20 days required for cancellation would 
have been about $33,000. 

It is significant to note that if the Mohawk had been loaded full and 
down (9,180 metric tons) the total cost of the round voyage under 
time-charter terms (assuming return in ballast) would have been 
approximately $80,000 compared to a cost of approximately $120,000 
by berth space. This narrow difference in cost under time-charter 
terms between the actual and the potential load, and the much greater 
spread under berth space terms derives from the fact that under time 
charter the total space and facilities of the vessel are being paid for 
regardless of how much is used. It emphasizes the importance in 
terms of economy to the Government of utilizing time-charter space 
to the maximum capacity. 

Example 2.—The steamship Arizpa, under time charter, moved 
12,589 metric tons from San Francisco and Seattle to Pusan. After 
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discharge of outbound cargo the vessel loaded 6,214 metric tons at 
Pusan for Yokohama, after which it returned to San Francisco in 
ballast. The total cost based on return in ballast direct from Pusan 
would have been $137,000; the cost of moving this cargo in berth 
space would have been $192,000. The cost of the vessel for the 20- 
day advance notice for cancellation would have been $37,000. 

The additional charter hire incident to the movement from Pusan 
to Yokohama amounted to $22,000. The approximate cost of this 
movement in berth space based on shipping contract rates from Oki- 
nawa to Yokohama (there are no established rates from Pusan to 
Yokohama since no berth space business is done between these two 
ports) would have been about $41,000. However, it is more than 
likely that if the outbound cargo had moved in private berth space 
the shipment from Pusan to Yokohama would have been handled by 
the shuttle vessels of the MSTS nucleus fleet which are assigned to 
that area and which customarily handle such movements, except 
when a time-charter vessel is available in the area and the shuttle 
vessels are otherwise engaged. 

Example 3.—The steamship Ocean Lotte, under time charter, 
moved 9,461 metric tons from Oakland, Calif., to Inchon (3,984 
metric tons) and Okinawa (5,477 metric tons). The vessel loaded 
6,089 metric tons at Okinawa for Yokohama and then returned to the 
west coast in ballast. The total cost based on return in ballast direct 
from Okinawa would have been approximately $156,000, compared 
with a cost of $155,000 by berth space. The cost of the vessel for the 
20-day period required for cancellation would have been $35,000. 

The additional charter-hire incident to the movement from Okinawa 
to Yokohama was approximately $15,000; the cost by private berth 
space would have been about $46,000. However, the same situation 
applies here as in the case of the Arizpa regarding the use of shuttle 
vessels or available time-chartered vessels rather than berth space for 
intra-area shipments in the Far East. 

2. Rates paid by MSTS 

This subject is concerned with the rates paid by MSTS for berth 
shipments in relation to established conference rates. Berth ship- 
ments by MSTS are made under 1 of 2 arrangements-—shipping 
contracts and berth term—depending principally upon the nature of 
the cargo and whether the berth operator is under a shipping contract 
in the area to which the shipment is consigned. Shipping contracts 
are agreements under which shipping companies agree to transport 
specified types of cargo over their respective trade routes provided 
the company has space available for the dates for which the cargo is 
offered. Separate rates are stated for each of the specified types of 
cargo and are generally uniform for all operators within each trade 
route or area. Reduced rates usually apply for cargo underdeck for 
single shipment in quantities of more than 3,500 up to 5,000 metric 
tons and in excess of 5,000 metric tons. The rates do not include 
loading or discharging, which is assumed by the Government. MSTS 
has open-end shipping contracts with most of the subsidized and non- 
subsidized berth operators. We understand that these contracts are 
basically the same from the standpoint of revenue to the operators, 
as those between the shipper services and the operators prior to the 
inception of MSTS, and were reached through negotiation with the 
operators. 
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The types of cargo covered under the shipping contracts have in 
the past generally been those commodities for which equitable group 
rates could be fixed with appropriate consideration for the relation 
between weight and measurement and for the competitive char- 
acter of certain cargoes. Recently contracts with some of the east 
coast and gulf port operators have been broadened to include almost 
all types of cargo to certain areas, and additional classifications 
carrying separate rates have been inserted for certain types not 
pre viously included. The commodities comprising the cargoes gen- 
erally shipped by MSTS have been grouped into the following 
classifications as to rates under the shipping contracts: 

General cargo 

Unboxed vehicles and other unusual sized cargo 
Unboxed guns 

Explosives 

Refrigerated cargo 

Weight cargo 

Bagged cargo 


All of these classifications are not necessarily applicable to all areas 
and in some areas certain cargo is specifically excepted. Such excepted 
cargo usually includes lumber, cement, piling, bulk and bagged car- 
goes, and certain metals and metal products measuring 20, sometimes 
30 cubic feet or less per longweight ton. 

The shipping contracts are special agreements negotiated with the 
operators and the rates stipulated therein are not directly related to 
published or conference tariffs except that such tariffs were one of the 
factors considered in the negotiations. Other factors included the 
loss of space through broken stowage, the elimination of stevedoring, 
the volume of cargo in regular movement and the acknowledged efforts 
of MSTS to bargain for the most favorable rate obtainable with due 
consideration for what it believed was a fair profit to the operators. 

Since the rate classifications in the shipping contracts are not directly 
comparable with those listed in the published or conference tariffs, 
there is no way in which it can be determined how the rates compare 
except by a detailed analysis of cargo movements over a reasonable 
period and the application of published or conference tariffs to each 
commodity listed in such tariffs, after adjustment for stevedoring. 

From discussions with responsible personnel of MSTS it would seem 
that the shipping contract basic rates are, in the overall, from 10 to 20 
percent less than the published or conference tariffs depending upon 
the geographic areas of the contracts and the composition of the car- 
goes; 1. e., whether the commodities sbipped during a given period are 
largely low- or high-rate commodities. A portion of this discount, 
approximately 10 percent, is considered to represent the reduction 
generally given to Government agencies and charitable organizations. 

The reduced rates provided in the shipping contracts for single 
shipments in excess of 3,500 and 5,000 metric tons have a counterpart 
in commercial operations. Any shipper having a regular movement 
of cargo in quantity may apply to a conference for a reduced rate on 
such movement and if the conference agrees, the reduced rate becomes 
an additional classification in the conference tariffs, thereby available 
to all shippers who can meet the conditions of the classification. 
Similar negotiations may be made with individual operators who are 
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not members of a conference, or in areas where there is no conference 
agreement. The extent of the rate reduction would depend upon 
conditions in the industry at the time, and upon the negotiating 
capabilities of the respective parties. 

The contract rates and their application are subject to certain varia- 
tions, exceptions, and oe conditions in particular areas. The 
contracts are terminable by either party on 60 days’ notice and either 
party may apply for adjustments in the respective rates. Most 
shipments carried by berth operators are moved under shipping con- 
tracts—approximately 90 percent based on metric tons for the 6 
months ended December 31, 1953. 

We inquired why the rate classifications of the published or confer- 
ence tariffs were not followed in the shipping contracts in lieu of the 
condensed classifications used therein. Insofar as we could ascertain 
the present classifications evolved from the space-charter arrange- 
ments with operators prior to ~ formation of MSTS, under which 
the shipper services reserved a stated amount of space as needed. 
Under this arrangement the cost to the shipper service was based on 
space used generally without regard to the classification of the cargo, 
except for specifically excepted cargo. The classifications in the ship- 
ping contracts seem to have bea n developed because of substantial 
variances in broken stowage among certain types of cargo such as 
unboxed vehicles, guns, ete. The condensed classifications are pre- 
ferred by MSTS to the more detailed published or conference tariffs 
because they simplify the procedures for checking rates and computa- 
tions, and for proc essing operators’ invoices for ps ivment 

Shipments under berth terms consist principally of excepted cargoes 
small quantities, and movements in areas where there are no shipping 
contracts. As already stated, these shipments constitute a relatively 
small part of the total operations in berth space and are being pro- 
gressively reduced through broadening the scope of the shipping con- 
tracts. The rates paid by MSTS for berth term shipments are those 
specified in the published or conference tariffs for contract shippers 
or those negotiated in the case of commodities for which tariffs have 
not been established. 

Your letter refers to the effect of reduced rates on the recapture of 
operating subsidy and the consequent support of a shipping service 
by Department of Commerce funds for the use of Department of 
Defense. As already noted, any such effect on subsidy would relate 
only to ‘subsidized operators, and more than 50 percent of MSTS 
berth movements are handled by nonsubsidized operators. 


> 


3. Practices followed in measuring cargo 

Your letter states the belief that the practices of the military services 
in measuring cargo are different from standard practices and result in 
berth operators being required to take cargo from MSTS which meas- 
ures less tonnage than if measurements used by private shippers were 
used, and that this practice if it exists results in a situation similar 
to that of obtaining lower at 

The shipping contracts provide that the rate per cubic foot shall be 
applied to the manifested measurement of cargo which is the dock 
measurement before stowage. The measurement of cargo and the 
manifesting thereof is the responsibility of the shipper service. By 
virtue of its function as eee, agent for such cargo, MSTS 
is familiar with the manner in which cargo is measured. 
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We have been advised by MSTS that the method of measurement 
used by the shipper services is in accordance with the directions pre- 
scribed in the War Department technical manual on stevedoring, 
which directions read as follows: 


The standard practice in computing cubic measurement is to take the overall 





outside dimensions of the container or its contents, whichever is the greater. 
rhe cubie measurement is obtained by multiplying the overall length by the over- 
all width by the overall height. In considering overall dimensions, bottoms and 
ends of containers are included, as well as greatest projections for irregular-shaped 
objects Drums or rounds, such as tires, are considered as rectangular solids, the 
diameter being used as the length and the width. 


Ve were further informed by officials of the Maritime Administra- 
tion that the method described above is the same as that used for com- 
mercial shippers. 

4. Statistical data on movements of general cargo 

The information requested by you in this category is presented in 
the attached exhibits A, B, and C, for the fiscal years 1952 and 1953, 
and the 6 months ended December 31, 1953, exeept for the following 
matters. 

(a) The total tonnage of general cargo is shown in measurement tons 
only. All dry-cargo operations of MSTS are calculated in metric tons 
and no statistical data is accumulated in weight tons. Weight tonnage 
is obtainable only by analysis of the individual manifests for each ves- 
sel and voyage which are maintained at the various field locations of 
MSTS. It would not be possible to accumulate this information 
within any reasonable time. 

(b) General cargo as shown in the attached exhibits is as defined by 
MSTS and as classified in its statistical reports without distinction 
as to susceptible and nonsusceptible cargo. Data enabling such 
distinction are not available in any usable form. Furthermore, as far 
as we can ascertain there seems to be no definite criterion by which 
cargo may be specifically defined as susceptible or nonsusceptible. 
It would appear that such distinction would be based on four factors 
the type of cargo, quantity, port of delivery, and required date of 
delivery. We have found that berth space has been used, although 
in relatively small volume, for types of cargo which industry repre- 
sentatives in discussions with us have conceded to be nonsusceptible. 
MSTS agrees that the cargo which it classified as general cargo may 
for the most part be considered susceptible as to types of cargo. 

(c) The cargo operations for the years 1952 and 1953 have not been 
segregated in the attached exhibits between general agency vessels 
and time and voyage chartered vessels, because such breakdown 
was not made by MSTS in its statistical analyses for those years. 
Such breakdown is obtainable only by a detailed analysis of vessel 
operations for those years. Commencing July 1, 1953, operations 
by general agency vessels and time and voyage chartered vessels 
have been segregated by MSTS and accordingly are shown separately 
in exhibit C for the 6 months ended December 31, 1953 

(d) The cargo operations in the attached exhibits are shown in 
some cases by combinations of essential foreign trade routes rather 
than by such routes individually This was necessary because the 
geographic operating areas as laid out by MSTS and by which it 
accumulates operational data do not conform exactly to, and in some 


t} 


cases overlap, the essential foreign trade routes. Again it wauld 
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require a detailed analysis of individual voyages to obtain this informa- 
tion for each essential foreign trade route. 

If you have any further questions concerning the subjects of your 
letter of March 30, 1954, representatives of this Office will be pleased 
to discuss them with you. 

Sincerely, 













FraANK H. WeIrTzeE., 
Acting Comptroller General of the United States. 
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By geographic area and type of carrier—Fiscal year 1953—Continued 
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By geographic area and type of carrier, 6 months ended Dec. 31, 1953—-Continued 
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JULY 1, 1954. 
Hon. Lovuts 8S. RoTHscnHirp, 
The Maritime Administrator, Maritime Administration, 
Washington, D. C. 
Dear Lou: In the course of our hearings on the Military Sea Transportation 
Service in its relation to the development and operation of the merchant marine, 
some testimony was directed to the situation with which we were confronted at 
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the outbreak of the Korean war. This testimony, however, was largely con 
d from the military standpoint. 

In order t round out our record, I would appreciate it very much if you 

could furnish us with a narrative recital of the part played by the Department 

of Commerce and the American private operators in connection with the Korean 


cerned with the circumstances as viewse 


wal upply effort, including discussion of major policy decisions and factors 
involved in the civilian contribution to the Korean emergency I think it would 
he é to cover the period from just prior to the Korean outbreak until the 


establishment and commencement of effective operations of the national shipping 
authority 


In view of the imminent prospect of adjournment around the end of this 
month, I will greatly appreciate it if your response to this letter can be received 
within the next week or so in order that it may be available for consideration 
and il sion in the final record of the hearings 

Witl irmest regards 


JOHN J. ALLEN, Jr., M. C., 
Chairman, Special Subcommittee To Consider Ope rations of Military 
Sea Transportation Service. 


ULY 22, 1954 
Hon. Joun J. ALLEN, Jr 





Chairman, Special Subcommittee To Co der 
Operations of Vilitary Sea Tyr nsportatvon Service, 
House of Repre ntatives, Washinoton, D. ¢ 
Deal )HN I received in due course your letter of July 1 relating to the 
testimony taken during your hearings on the Military S« Transportation 
. ce, With particular reference to the ] ire presented as to military opera 
1 nad « ‘ f oceal portation facilities during the period of active 





hostilities in Korea 
There has been prepared a narrative statement dealing generally with the part 











played by our private American merchant marine and by ritime Admin 
istration of the De partment or ¢ imerce n helpi to meet this lengthy 
period of national emergency the exceedingly heavy and wu nt merchant 
shipping requirement of the armed forces of the United Nations in the Far Fast 
and I rebuilding the defen » strength of our Western European ailies 
Aithough a great deal could be written on this subject, we have prepared only 
a relatively brief summation, which I understar ‘ hat you desire, and I send 

to you herewith for such use as you wish to make of i In line with our 
conversatic th Mr. Drewry the recital goes somewhat beyond the outline 
suggested by your letter, and the only other comment I would offer is that the 
paper does not give as much detailed data about the part played by our private 
Am can shipowners and operators it eeting the ean-transportation needs of 
our military forces in the Korean theater of operations as I would prefer, but 
for security and other reasol we just do not have the sufficiently adequate 
information in this regard to enable us to furnish a complete presentation. 

Hoping that the enclosed paper will be of interest and help to you and the other 
members of your subcommittee, and with very best regards, I am 

Sincerely yours , 
Louis 8S. Roruscui.p, Maritime Administrator 

On June 30, 1950, 5 days after the outbreak of the Korean conflict, there were 
only 66 Government-owned vessels being operated on a bareboat-charter basis. 
However, there was a total of 2,277 such vesss (the majority being of the Lib 
erty type) in our national defense reserve fleets. Six passenger vessels were 
then being constructed under the provisions of construction differential subsidy 
contracts which had been previously awarded In the privat shipping industry, 


business had slackened off ; however, there were very few, if any, idle dry-cargo 


vessels of desirable types, and the Military Sea Transportation Service had 





oO! six pri ately owned vesse under time and/or ovage charter. 

In keeping wit] r efforts extend every possible cooperation to the Mili- 
tary Establishment in developing and m ing iilable additional ocean-trans- 
portation ties, we ll ediat hecked d advised the MSTS as to the 
situation respecting available transpacifie sailings of Ame rican-flag berth opera- 
tors It was found that several of the transpacific berth operators had space 


e which they promptly offered to MSTS in sizable amounts. Some of 
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the transpacific berth operators, as well as other American owners, offered their 
vessels on a time-charter basis to MSTS. As a result of this call on private 
industry and its prompt response, MSTS was able to acquire a total of 87 suit- 
able American-flag dry-cargo vessels on a time-charter basis within the first 6 
weeks of the Korean emergency. 

On July 11, 1950, 2 weeks after the Korean conflict had begun, MSTS made 
known to the Maritime Administration its immediate and urgent need of 15 
fast Victory-type vessels to be ready in Pacific coast ports for loading prior to 
July 21, 1950. As no funds were available at that time to the Maritime Adminis- 
tration for the reactivation of vessels from our reserve fleets, necessary funds 
were advanced by MSTS. Because of the time element these 15 vessels Were ali 
withdrawn from west coast reserve-fleet sites, an average of less than 9 days’ 
time being required for their reactivation. It is of interest to note that the 
first vessel of this group was ready in 4 days. It should also be noted that the 
Maritime Administration, not having at that time the authority to operate 
vessels for its own account, was required under existing law to charter these 
vessels on a bareboat basis to private American shipping companies, which in 
turn time chartered them to MSTS at rates, terms, and conditions stipulated by 
the Maritime Administration. In order to charter these Government-owned ves- 
sels, it was necessary, in compliance with Public Law 591, 81st Congress, 
that a public hearing be held in order that the Federal Maritime Board could 
officially determine that the existing services were inadequate, that there were 
no suitable privately owned vessels available for charter for this purpose at rea- 
sonable conditions and at reasonable rates, and that the contemplated use of 
the vessels was in the public interest. Numerous other requests were made by 
MSTS during the months immediately after the commencement of hostilities in 
Korea for additional Government-owned vessels for use as part of the nucleus 
fleet maintained by that Government agency as well as under the chartering 
arrangements heretofore outlined. A table illustrating the number of vessels 
withdrawn from the national defense reserve fleets is attached as appendix A. 

By October 1, 1950, MSTS had requested and received, on a time-charter basis, 
a total of 128 Government-owned vessels of the Victory type as well as a total 
of 22 Government-owned vessels of various types for use as a part of its nucleus 
fleet. These vessels were in all cases ready for service when required by MSTS. 
This record of meeting the shipping requirements of the military could not have 
been accomplished without the exceedingly fine cooperation of the private Ameri- 
ean steamship operators, ship repair yards, seafaring labor unions, and other 
auxiliary services and their ability to supply the necessary supervision with 
only moderate increases in their existing and experienced organizations. By 
reason of their training and experience these private American shipping com- 
panies were able to supply nucleus personnel so necessary in manning vessels, 
obtain the necessary supplies without disruption of normal civilian requirements, 
and meet all other technical needs essential to shipping operations. 

Funds for the activation of the 128 Victory-type, Government-owned vessels 
heretofore mentioned, which were time chartered by the industry companies to 
MSTS, were transferred to the Maritime Administration by the Department of 
the Navy, with the approval of the Bureau of the Budget. 

In late September 1950 an appropriation of $18 million was made directly 
available to the Maritime Administration for the repair and activation of vessels 
in the reserve fleets. Additional ships of the Victory type were accordingly 
withdrawn for reactivation repairs so as to have such vessels ready in case of 
further requests by MSTS and/or other Government agencies. 

In early November 1950, the Secretary of the Navy advised that due to an 
anticipated reduction in military dry-cargo shipping requirements, it would soon 
become necessary for the MSTS to reduce its time-charter fleet. At that time the 
total number of industry operated American-flag dry-cargo vessels under time 
charter to MSTS totaled 216, of which 86 had been obtained from private owners, 
the balance of 180 having been made available by the Maritime Administration 
through private operators. There were also 13 foreign-flag, dry-cargo vessels 
under charter to MSTS, all of which were of types not available under the 
American flag. It was proposed to accomplish this reduction in the chartered 
MSTS fleet along the following general lines: First, the foreign-flag vessel char- 
ters were to be canceled by MSTS as rapidly as operational requirements would 
permit; seconly, the charters for Government-owned vessels were to be canceled 
in preference to those of privately owned and operated vessels. The Govern- 
ment-owned vessels thus withdrawn were to be immobilized in a state of readiness 
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for possible resumption of hostilities. Instructions were promptly issued to all 
concerned regarding this proposed reduction, as it was expected that a sizable 
number of Government-owned vessels would be returned to the reserve fleets by 
June 30, 1951. However, after a relatively few (8) had been withdrawn from 
charter, the Communist Chinese swarmed across the Yalu River and swiftly 
and relentlessly drove the United Nations forces continually southward. The 
gravity of the situation and the possibility of another world conflagration became 
very apparent to our Government leaders having responsibility for the direction 
of the maritime affairs of the Nation. They decided in conjunction with execu- 
tives of the various branches of the private shipping industry that action should 
be taken to better prepare ourselves in this field, not only so that the great and 
growing demands of our Armed Forces in Japan and Korea could be met, and our 
allies in Europe could be helped to build their industrial strength and offensive 
capabilities, but so that we might also have a basic organization on which could 
be built the much larger structure that would be needed to control and direct the 
Nation's maritime activities if war should come upon us. Therefore, as a direct 
result of the steady worsening international situation, the National Shipping 
Authority was established on March 18, 1951. 

During the months immediately preceding the ‘eation of National Shipping 
Authority, there had developed a tremendous demand for ocean-shipping facilities 
to meet the needs of the United Nations military effort in Korea and to aid our 














foreign allies in building their defenses against the rapidly developing Communist 
menace to the free world. It had for some time been apparent that the privately 
owned and operated American merchant marine and those of our allies could not 
meet these huge and growing demands springing from the darkening emergency, 
that we must accordingly make available from the national-defense reserve of this 
country the additional vess needed to meet these requirements. 

Immediately upon its creation, NSA promptly set about react ting from our 





reserve fleets a large number of vessels, mainly the well-known Libertys of World 
War II vintage and assigning them to American shipping companies for operation 
on a general-agency basis wherein these companies acted as agents for the Govern- 
ment. These vessels, although slow and perhaps unsuited for operation in combat 
areas, were, nevertheless, highly satisfactory for the purpose of moving efficiently 
and at moderate cost the tremendous quantities of coal, grain, and other basic 
llies abroad. In the short space of a little 
more than a year, NSA vessels transported from the United States more than 14 
million tons of nonmilitary cargo, the greater portion of which was lifted by these 
Liberty-type vessels. This impressive total includes 2,345,000 tons of food grains 
to India without which it is probable hundreds of thousands of inhabitants of that 
great new Republic would have died of famine. It also includes a little more than 
10 million tons of coal, so essential to the industrial rehabilitation and strengthen- 
ing of the defense potential of our European allies. This was all accomplished 
with a continually growing fleet of Government-owned vessels in active operation, 
reaching a peak of 541 in March of 1952 
Shortly after the creation of NSA, arrangements were consummated, with the 
concurrence of MSTS, for the orderly transfer of the Government-owned Victory- 
type vessels which were then time chartered to that agency on a general-agency 
type of operation. This transfer was made so as to assure the most effective use 
of these vessels in the overall interests of the Government. On April 30, 1951, 149 
vessels of the Victory type were being operated by private American shipping com- 
ime-charter basis for MSTS account. One year later, on April 30, 


commodities so urgently needed by our : 











panies on a 











1952, the total number of Government-owned vessels of various types being em- 
ployed in the MSTS service had ine? ised to 222. of which 184 were onerated on 


a zeneral-agency basis and the balance of 38 under time charter During the early 
months of 1952 there developed a sharp and continuing decline in the needs of our 
allies for American coal and other bulk commodities that they had been importing 
in such large quantities. As a result of this decline plus a reduction in military 
requirements and in keeping with our established policy of not utilizing Govern- 
ment-owned vessels in competition with American privately owned vessels when 
available, we promptly set about deactivating and returning to the reserve fleets 
as many of the Government-owned vessels as were not needed to meet the require- 
ments of the military and the foreign-aid programs. As of April 30, 1958. the 
size of the general agency fleet had been reduced to 141 vessels, confined wholly 
to handling military cargoes. It is worthy of note that from the inception of NSA 
to the present time, more than 1,100 voyages were commenced by general-agency 
ships for the account of MSTS 
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As of June 30, 1954, we had in operation on a general agency basis a fleet of 
only 26 Government-owned vessels consisting of 8 Victory type, 6 of the C-1MAV1 
type and 12 fine new Mariner vessels, the building of which was authorized by 
Congress in January 1951, as an important part of our national mobilization 
effort. 

In the first paragraph of this outline reference is made to the fact that six 
passenger vessels were under construction in United States yards at the outbreak 
ef Korean conflict. As a result of a request of the Joint Chiefs of Staff late in 
1950, three of these vessels—scheduled to be named the President Hayes, Presi- 
dent Jackson, and President Adams—were completed as military transports under 
the names Upshur, Barrett, and Geiger, respectively. The other three vessels 
have since been completed and have entered commercial service. These vessels 
are the steamships Jndependence and Constitution which are in service between 
the United States and Mediterranean ports, and the steamship United States 
which is in the transatlantic service. 

There has purposely been left for mention at the end of this outline a reference 
to what was perhaps the most unusual and significant example of industry co 
operaiton and effectiveness in meeting military ocean-transportation require 
ments in a time of great need. Because of the tremendous acceleration in mili 
tary requirements for tanker transportation of petroleum products brought about 
by intensification of the conflict in Korea late in 1950, there was formed in 
January 1951, under authority of the Defense Production Act, a voluntary 
defense tanker plan, subscribed to by virtually every American tanker owner and 
operator, for the purpose of supplying our Military Establishment with tanker 
tonnage necessary to meet its heavy needs and at moderate rates of freight fixed 
by the Maritime Administrator under the terms of the plan. For a little more 
than 2 years the voluntary tanker plan met every single demand made of it by 
our Armed Forces for tanker tonnage, and during that period the vessels which 
it made available lifted 576 individual cargoes in worldwide trades, involving 
more than 814% miliion deadweight tons of petroleum and petroleum products 
Due to the moderate freight-rate level fixed by the Maritime Administrator for 
the conduct of the “pool” plan operations, it became at times a rather costly 
operation for many of the industry participants. It is greatly to the credit of 
the tanker industry that the voluntary plant promptly and fully met during this 
very difficult period, every single demand made of it by the Armed Forces and 
that it remains in being and stands prepared to do so in the future as well, even 
though conditions during the recent past and at present are such that all military 
tanker requirements have been and can be accommodated without difficulty 
through open-market chartering. 


OFFICE OF NATIONAL SHIPPING AUTHORITY AND GOVERNMENT Alp, JULY 1954. 


APPENDIX A 


Maritime Administration vessels activated to meet military and foreign aid 
programs during the period July 1, 1950, to June 80, 1954 
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Mr. Auten. The subcommittee will recess until further call of the 
Chair. 

(Thereupon, at 12:15 p. m., the subcommittee recessed subject to 
the call of the ¢ yhair.) 
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INTERIM REPORT ON SURVEY OF OPERATIONS OF MILITARY SEA 
TRANSPORTATION SERVICE IN RELATION TO COMMERCIAL SHIP- 
PING INDUSTRY, JULY 1954, BY THE COMPTROLLER GENERAL OF 
THE UNITED STATES 


LETTER OF TRANSMITTAL 


COMPTROLLER GENERAL OF THE UNITED STATES 
Washington, July 19, 1954 
Hon, JouHN J. ALLEN, Jr. 
Chairman, Special Subcommittee to Consider Operations of Military Sea 
Transportation. Service, 
Committee on Merchant Marine and Fisheries, 
House of Representatives. 

DEAR Mr. CHAIRMAN: In accordance with your request of February 28, 1954, 
and subsequent conferences between representatives of the General Accounting 
Office and the subcommittee, I am transmitting herewith 10 copies of an interim 
report on our survey of the operations of Military Sea Transportation Service 
in relation to the commercial shipping industry. 

We are very pleased that the subcommittee chose to call on us in this diflficnit 
assignment, and we hope that our report will be of assistance to you and other 
members of the subcommittee. 

I do not know whether the subcommittee wil! be able to complete its considera 
tions on the basis of the information it has obtained to date, and therefore J do 
not know to what extent you will have further need for our services. Accord 
ingly, I shall appreciate it if after the subcommittee has reviewed the record in 
its proceedings, you will advise me of the further wishes of the subcommittee. 

Sincerely, 
FRANK H. WEITZEL, 
Acting Comptroller General of the United States 


INTRODUCTION 


In February 1954 the Merchant Marine and Fisheries Committee, House of 
Representatives, appointed a special subcommittee to consider the operations of 
Military Sea Transportation Service (MSTS) in their relation to the develop 
ment and operation of the merchant marine as provided for in the Merchant 
Marine Act of 1936. By communication dated February 26, 1954, to the Comp 


troller General, the chairman of the special subcommittee requested the opera 
tion and assistance of the General Accounting Office in connection with the work 
of the subcommittee. Our efforts pursuant to this request have taken 2 forms 

1 a survey of such areas of MSTS activity as we felt were relevant to the pur 
poses for which the subcommittee was appr nted: the other in furnishing o the 
subcommittee information on specific matters which it has referred to us In this 


report we are summarizing our work to date on both of these counts. 

The nature of the MSTS operations and their military and commercial aspects 
have posed many problems of unusual complexity. We cannot now state 
any segment of our study is truly complete; all are in va 
and will be continued as the subcommittee may see fit 

MSTS has reviewed this report and has concurred in the accuracy of the 
factual data stated therein. 





ious stages of progress 


BASIC OBJECTIVES OF SUBCOMMITTEE STUDY 


From preliminary conferences with the subcommittee, the basic objectives of 
its study may be stated as determining: 
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1. Whether the operations of MSTS are encroaching on the commercial shipping 
industry to the point where there may exist a basic conflict of interests within 
the Government between the Maritime Administration and the Department of 
Defense 

2. Whether any of the types of operations carried on by MSTS principally 
through its nucleus fleet could be or should be handled by commercial shipping 
in conjunction with its regular commercial operations, and whether the costs 
would be greater or less if so handled by commercial shipping. 

The subcommittee also manifested an interest in ascertaining the costs of the 
direct operations of MSTS, including those costs borne by other agencies for 
which no charge is generally made to MSTS, and, in addition, the costs of shore- 
side activities directly related to MSTS operations (but performed and paid 
by other agencies) on a basis comparable with those of the commerical shipping 
ndustr} 

MAJOR ISSUES OF THE STUDY 


In the course of its study the subcommittee has received statements from, and 
conducted hearings with, representatives of the Department of Defense and 
Various segments of commercial shipping. In addition, representatives of the 
General Accounting Office conferred informally with officials of associations 
representing the commercial shipping industry to ascertain their views regard- 
ing the operations of MSTS in respect to the interests of their members. The 
presentments by these parties are, in essence, the substantive issues in the study 
and sum up about as follows: 

1. Commercial shipping generally acknowledges the need for an organization 
such as MSTS to handle strictly military transportation and to be properly 
equipped to direct military transportation in the event of an emergency. The 
question boils down to what is military transportation and how large the nucleus 
fleet should be for MSTS to be adequately equipped. 

2. In the passenger field commercial shipping generally has not questioned the 
transportation of troops by MSTS. There has been some comment that certain 
types of personnel presently carried as cabin passengers in nucleus fleet vessels 
should be moved in commercial passenger space. 

3. Dry cargo operations present a wide area of contention and problems. Here 
a large portion of the total volume has always moved in commercial vessels. 
The controversy is substantially one of degree—commercial shipping contends 
that a larger portion should be assigned to it and that, in effect, the nucleus 
fleet should handle only the excess over the capability of commercial shipping. 

Within the industry there are conflicting views—the berth operators claiming 
priority on the ground that they offer faster delivery and, by reason of main- 
taining regular schedules of sailings, constitute the backbone of the merchant 
marine and thus are entitled to maximum support of the Government. Tramp 
operators on the other hand contend that they can move larger quantities in 
single shipments at much lower cost than berth lines, and, also, that the tramp 
industry has a proper place in the American 1aerchant marine which entitles it 
to favored consideration of Government cargoes. 

4. On the tanker operations, industry’s position is in substance that under 
current depressed market conditions in the tanker industry the use of MSTS 
nucleus fleet tankers, both direct and contract operated, has the effect of estab- 
lishing the commercial tanker fleet as the Nation’s reserve pool, whereas the 
reverse should be the case. Accordingly, it advocates layup of nucleus fleet 
tankers and assigning the transportation of petroleum cargoes to the commercial 
tanker industry. 

5. The representative of the Conference of American Maritime Unions takes 
the more far-reaching position that substantially all MSTS operations, including 
troop transport, can.and should be handled by commercial shipping either as 
agents, such as the contract tanker operation, or as a regular part of commercial 
operations in private space; furthermore, that commercial vessels should not 
be barred from security ports or areas. 

6. The Department of Defense contends that its responsibility for the defense 
of the Nation requires that it have a military transportation organization in 
the form of skilled personnel and vessels in ready operating status under its 
direct control that would be (1) immediately available in an emergency, (2) 
capable of rapid expansion when necessary, and (3) able to fulfill military 
requirements for supplies, equipment, and personnel for United States Armed 
Forces overseas that cannot be met by commercial shipping. It further contends 
that such transportation organization must be a nucleus rather than a skeleton 
and, therefore, must handle enough of its total requirements to make it an 
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efficient and economical operation. Defense points to its general policy of using 
commercial shipping to the maximum extent consistent with its military re- 
sponsibility and with the basic principles of prudent management. However, 
Defense further emphasizes that “consistent with its military responsibility” 
must necessarily carry with it the power of decision regarding the use of nucleus 
vessels and commercial shipping. 

7. Over and beyond the operational and military considerations is the ques- 
tion of whether the cost to the Government of any of the operations handled by 
the nucleus fleet, for which commercial shipping seeks priority, would be greater 
or less if assigned to commercial shipping. 

Bound up in these issues is the traditional American philosophy that the 
Government should not engage in activities of a business nature for which there 
are established facilities in private industry. In the situation here two factors 
predominate—namely, military security of the Nation and cost. As to the first, 
the main consideration appears to be one of degree, since MSTS has always 
utilized extensively the services of commercial shipping and acknowledges heavy 
reliance upon it. Thus the question is, How much more of its transportation load 
can MSTS allocate to commercial shipping without sacrificing the basic elements 
of control which it deems essential to discharging its military responsibilities ; 
also, Which of its operations are feasible for commercial shipping to handle, 
in terms of suitable facilities at hand; and whether or not it is possible to work 
out mutually acceptable commitments between Defense and the commercial 
shipping industry by which commercial shipping would handle agreed MSTS 
types of movements within the limit of its capabilities and at the same time retain 
in MSTS the necessary contro! to assure the accomplishment of its responsi- 
bilities. 

If the philosophy of private industry over Government operation is accepted 
in respect of any segment of MSTS activities, it could be argued that the matter 
of cost differential should not be the controlling factor. On the other hand, since 
cost is always a factor that should at least be known in a situation like this, we 
have tried as best we could to label the elements of cost to the Government as 
a whole of the operations for which MSTS is directly responsible. 

We have not undertaken to resolve the issues or to choose between conflicting 
philosophies. They have been presented at this point merely to fix the setting 
within which our survey has been undertaken and within which we have pro- 
ceeded to examine the operations of MSTS 


DATA FURNISHED TO SUBCOMMITTEI 


Since our work commenced we have furnished data to the chairman of the sub- 
committee in response to several inquiries on specific phases of MS'TS operations. 
The substance of these inquiries is summarized herein. 

The chairman presented a series of questions dealing with various elements of 
cost applicable to MSTS operations and their relation to those of commercial 
shipping. These questiors were answered yes or no, as requested, based on 
the assumption that such type of answer was intended to lay the groundwork 
for further examination to assure an adequate basis for proper understanding 
and objective consideration of the subject matter of the questions. 

We also transmitted, upon request, data on cargo utilization for voyages of 
22 nucleus vessels for the 6 months ended December 31, 1953, showing cargo 
eapacity, cargo loaded, and percent of load to capacity in both weight and meas- 
urement tons. The voyages were grouped to correspond approximately to the 
established United States maritime essential trade routes 

In response to a subsequent request we submitted factual data on the following 
subjects: 

1. Effect on recapture of operating subsidy through the use by MSTS of avail- 
able time-chartered vessels in lieu of berth space. We stated that this would 
apply only to subsidized operators and that less than 50 percent of MSTS berth 
traffic has been handled by subsidized lines. We further stated that while the 
loss of revenue to subsidized operators through the use of MSTS time-chartered 
vessels undoubtedly had an adverse effect on the recapture of subsidy, it would 
not be practical to make any reliable calculation of such effect. 

2. Rates paid by MSTS to berth operators in relation to established conference 
rates. We described the general terms of the shipping contracts under which 
most shipments in berth space are made and that the basic rates under the ship- 
ping contracts seemed to be from 10 percent to 20 percent less than the published 
or conference tariffs, depending upon the geographic areas of the contracts and 
the composition of the cargoes. 
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8. Practices followed in measuring cargo. The point here was whether or not 
the practices of the military services in measuring cargo are different from 
standard practices with resulting inequity to berth operators. Our examination 
of this point disclosed that the rates per cubic foot specified in the shipping con 
tracts are to be applied to the manifested measurement of cargo which is the 
dock measurement before stowage; further that the standard practice of the 
military services in computing cubic measurement is, according to officials of 
the Maritime Administration, the same as that used for commercial shippers. 

4. Statistics on outbound movements of general cargo for the fiscal years 1952 
and 1953 and the 6 months ended December 31, 1953, segregated as to essential 
foreign trade routes and as to types of carriers. These statistics showed that 
in fiscal year 1952 approximately 53 percent of all outbound general cargo Was 
earried in berth space, 56 percent in fiscal year 1953, and 57 percent in the 6 
months ended December 31, 1953 

The latest inquiry related to a communication referred to the chairman call- 
ing attention to the transportation of pineapples from the Hawaiian area to the 
east coast of the United States by a time-chartered vessel. As requested, we 
furnished a chronology of the operations of this vessel for the entire period of 
the charter, including data relative to the pineapple movement. 


SCOPE OF SURVEY 


We have developed the scope of our survey to cover those aspects of MSTS 
operations which we believe bear directly on the basic issues under consideration 
by the subcommittee, The succeeding sections of this report are devoted to those 
aspects which, in our opinion, are most significant to the basic issues. They are 
classilied in the following broad categories: 

1. An analysis of the nucleus fleet to ascertain the types of vessels, the usual 
purpos for which they were employed, the growth and contraction of the 
fleet, and current plans for inactivatior 

”. A review of the character of operations, their comparability with those of 


co al shipping, the allocation of moyements between the nucleus fleet and 
commercial shipping, fluctuations in volume, and factors to be considered in 
determining the allocation of movements to MSTS and commercial shipping. 
Costs of MSTS functions paid by other agencies and not charged to MSTS 
ol 1ded in its accounts 
4. Comparison of the costs recorded by MSTS for its activities with the cost to 
the Government for the same activities if handled by commercial shipping. 


SYNOPSIS OF MSTS 


Although the members of the subcommittee are no doubt generally familiar 
with the inization and administration of MSTS and the nature of its 
operation thin t a brief rés 6 of MSTS at this point will fix more 
orderly in their minds what MSTS is, what it does and how it does it, and 


thereby contribute to a more informed understanding of the matters relevant to 
these proceed rs 
MSTS the unified entity of the Military Establishment which handles ocean 
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destination than sources in the United States. However, the intra-area move- 
ment between Japan and Korea amounted to more than 11 percent of the total 
petroleum lift for the 6-month period. 

MSTS is organizationally placed in the Department of the Navy. It functions 
financially with a revolving fund and bills the three military departments for 
services rendered to them at rates designed to recover the costs of the services. 

A unique feature of MSTS operations is that it performs only a transporta- 
tion service; i. e., its responsibility begins only when cargo is stowed on board 
ship and passengers embark and ends when the cargo is brought alongside at the 
port of destination and passengers disembark. All shoreside functions involving 
cargo and passengers, both at the ports of departure und arrival, are the respon- 
sibility of the military departments (known as the shipper services) ‘These 
functions include the marshaling of cargo at the shipping point; cargo handling, 
including stevedoring; scheduling of passengers; and other shoreside activities 
generally attending a shipping operation. Most cargo and passenger services, 
both departure and arrival, take piace at domestic and foreign terminals operated 
or controlled by the military departments. 

MSTS operates no shore facilities other than administrative offices and shops 
for minor repair and maintenance of vessels; its vessels berth and are loaded and 
discharged mostly at Army or Navy terminals. MSTS has administrative offices 
ashore at various domestic and foreign locations where its operations are carried 
on. It likewise receives certain services from other units of the Navy and other 
Government agencies, generally wtihout cost 

Thus the functions performed by MSTS are not entirely comparable to those of 
the commercial shipping industry; nor do the costs paid by MSTS and recorded 
in its accounts reflect the full cost of the functions which it performs. 

MSTS engages the services of commercial shipping to supplement its nucleus 
fleet, principally for dry cargo and petroleum movements. Most passenger traffic 
is handled by nucleus fleet vessels operated directly by MSTS. In excess of 50 
percent (in measurement tons) of dry cargo has consistently moved in commercial 
space under time or voyage charters and special tariff agreements. ‘The m 





of the petroleum lift has been carried in nucleus fleet tankers operated by private 
operators under cost-plus-fixed-fee agency agreements the balance is trans- 
ported in directly operated nucleus tankers and commercial tankers under time 


and voyage charters (approximately 18 percent and 30 percent, respectively, of 
the total petroleum lift in the 6 months ended December 31, 1953). Commercial 
vessels load and discharge generally at the same terminals as nucleus fleet ves 
sels, and the scope ol their services and responsibilities is the same as that of the 
nucleus fleet vessels. 

OPERATING CONDITIONS 


For most of the period since its inception MSTS has operated under what may} 


be considered at least semiemergent conditions brought about by the Korean 
hostilities. This event, coupled with increased shipments under the economic and 
military assistance programs, created a demand for shipping space great 

exc ; of the combined capabilitic of MSTS and co ere | fleets The d 

space was made up in several way Cargo vessels of the merchant reserve fleet 
were reactivated—as many as 256 were in servi it one time, Special pool ar 


rangements were made with commercial tanker operators under which ta 
were made available for MSTS petroleum movements. Additional vessels were 
obtained from the Navy to supplement tl nucleus fleet 





The cessation of hostilities in Ko brought a sharp decline in MSTS traf 
beginning early in fiscal vear 1954 The effe of this decline together with th 
contraction of foreign economic aid has caused depressed conditions in « ! 
cial shipping with a ec sequent effort | t] ! ‘ 0 Obl ! irger ni 
MSTS movements. This effort has beer sed « he tentic by the 
that certain movements of MSTS are with the ] rs ‘ nilustry b 


ness activities which it is capable of handling, and that as the fourth arm of de 





fense it is entitled to preference in such act ties 

With the decline in its operati fi wing the Korean : istice MSTS 
certain basic changes in its methods of ¢ rat ! the a 
of movements between Government and ¢ i reial s ping. Vessels pre 
withdrawn from the reserve merchant fleet have been gradually inactivate 
The number of such vessels in service decrease f 1 140 at June 30 a) 
at June 30, 1954: of the latter number 10 are newly constructed Mariners whic! 
ISTS has agreed to oper ite for the 6-mo th pe oa oOo I : pl ae 
in order to discover any detects (argo e els under tin wil I ive key 


been reduced from 163 at June 30. 1953. to 23 at June 30, 1954. Concurrent 


cleus fleet vessels have been returned to the Navy and more are in process. The 
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fleet numbered 258 vessels at June 30, 1953, compared with 233 at June 30, 1954. 
Present plans call for an active fleet of 207 vessels. 

These changes have had their effect principally in the allocation of dry cargo 
traffic. Beginning several months ago this traffic has been allocated largely 
he nucleus fleet and berth lines with the reserve merchant vessels 
till in service and time-chartered vessels participating in relatively small 
neasure, 

As a consequence of these abnormal operation conditions, at least up through 
the early part of fiscal year 1954, neither the volume of operations nor the 
methods employed by MSTS during that period offer a fair index by which to 
consider the issues underlying our survey. We feel that the findings of our 
survey have tangible meaning principally in respect of the future transporta- 
tion requirements of MSTS. Therefore we have placed emphasis on what the 

lume and character of operations have been during the most recent period as 
he basis for what they may be expected to be in the foreseeable future. 


sé 


petTween 


NUCLEUS FLEET 


A large part of each of the three types of MSTS operations is handled by 
Government-owned vessels, assigned to MSTS and known as the nucleus fleet. 
In fiscal year 1953 and the 9 months to March 31, 1954, the nucleus fleet handled 
21 percent and 24 percent, respectively, of the dry cargo movement, substantially 
all of the passenger operation, and about 66 percent and 72 percent, respectively, 
of the petroleum lift. 

Che nucleus fleet at June 30, 1954, consisted of 233 ships classified by MSTS 
in the following categories: 


Cargo Saccpiaeaipnceala tana deena as ik ell tags aime ssn aN 45 
Passenger _ panes ' ~ ‘ saa 61 
Tankers — i ii la i ” _ ie dai 
Miscelluneous siaaeaingtpiinmianeiiaian . --- sonic onckeaaal CN 


Potal : - omen ‘ i __ 233 


lysis of nucleus fleet 


Che following schedule shows the size of the nucleus fleet at various dates from 
the inception of MSTS to June 30, 1954, and as projected, based on present plans. 


a ( le i led Projected 
4 of feet after 
Un . comple- 
I ‘ essel VIS LS, 5 | ft A tion of 
O J l 30, June 30,) current 
a9 ) 1952 IOS 1954 inactiva- 
950 tion plans 
is hi 1 ce 
“ - 2 10 s ~ 9 
{ ! 22 30) } 39 37 36 
lo a I 34 40) 47 47 4 38 
i tat shins in coniumi 
y 10 & & & x 
{ i ps i OT 42 U 61 7 53 48 
I engel l f 61 56 
la 
t I in comr 
11 s 10 9 9 4 
l Na ip 
5 7 7 6 
( ted 7 62 62 53 50 
l t Ke t 3 79 78 69 60 
MM 
i ! ) co 
l 1 l 
=~ == 6 , , 21 17 
sted (LSI 38 3s 36 36 
sneou s s ( 8 53 
| ’ ( 216 273 258 233 207 
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At October 1, 1949, the date of inception of MSTS, the nucleus fleet consisted 
of 94 ships. These were all of the ships formerly under the control of the Naval 
Transportation Service; some were later turned back to the Navy. The trans- 
fer of vessels from the Army Transport Service began on March 1, 1950, and 
was completed on November 1, 1950. After the initial transfer of Army vessels 
on March 1, 1950, the nucleus fleet totaled 156 ships and upon complk 


i 


‘tion of the 
transter at November 1, 1950, totaled 216. We were informed that the number 
of vessels taken over from the Army was based on the estimated lift require- 
ments over and beyond the capability of the vessels obtained from the Navy; 
and that any Army oceanzoing vessels of the merchant type not taken by MSTS 
were turned over to Maritime Administration. 

The fleet further increased to 273 ships by the end of fiscal year 1952. Part of 
this increase was tlie addition of 38 contract-operated LST’s for use in the Japan- 
Korea shuttle service. These ships were previously operated under the supreme 
commander, Allied forces, in Japan, and were transferred to MSTS for opera- 
tion following the signing of the Japanese Peace Treaty. At the end of fiscal 
year 1953, the nucleus fleet consisted of 258 ships and on June 30, 1954, of 233 
ships. 

Present plans call for the inactivation of 25 of the 233 ships and the transfer 
to the Navy of 1 cargo vessel. At June 30, 1954, 16 vessels were in the process 
of inactivation and approval had been obtained or requested for inactivation of 
an additional 9. The reduction of 26 vessels represents 7 cargo ships, 5 pas- 
senger ships, 9 tankers, and 5 miscellaneous ships. Upon completion of this 
inactivation program the nucleus fleet will aggregate 207 ships, 9 less than the 
fleet at November 1, 1950, when the transfer of Army ships to MSTS was 
completed. 

by memorandum executed in August 1951 between the Departments of Defense 
and Commerce it was agreed that under present world conditions 206 ships were 
required to be in the custody of MSTS for its administrative and operational 
control. These ships were to be within close limits of the following types: 


Merchant type general cargo__-_ bias ‘ ahh sat ; 47 
Merchant type reefer ' 7 
Aircraft cargo ships_— E 


Transports_-— a ; ; i ; bi 68 


Tankers i sich ai ‘ ‘a : 79 
Total : . oe 206 


This agreement apparently did not contemplate the LST’s subsequently taken 
over for the shuttle service between Japan and Korea or the aircraft carriers 
acquired from the Navy. Adding these to the number fixed in the agreement 
would total 244 ships or 87 more than the projected size of the fleet, based on 
present inactivation plans. 

The breakdown of the nucleus fleet by types of vessels at June 30, 1954, and 
as projected, is summarized below. 
Cargo 


Six C-2 type: 2 are scheduled for inactivation ; 2 are equipped for large deliv- 
eries of reefer cargo to the Sunec area in season; 2 have been on active duty with 
the Navy fleet. One of these has been approved for transfer to the Navy. 

Two C-—4 type: These are specially equipped for heavy-lift cargo (tanks, 
locomotives, ete. ) 

Eleven C—1 type (small) : 10 are employed in the shuttle service in the Korean 
and Caribbean areas (2 are employed in season in the Sunec operation, 1 is 
scheduled for inactivation) ; 1 is in service from the west coast to the Hawaiian 
Islands. 

Sixteen Victory ships: All are engaged in private vehicle and ordinary cargo 
service (3 are equipped to handle boxed aircraft). 

Three Reefer ships (small) : 1 has been employed in the Japan-Korean shuttle 
service and recently was shifted to the Gulf-Caribbean area; 1 is in the Alaska 
lift; 1 is used in the Sunece area in season. 

Five aircraft carriers: These are small Navy escort carriers (CVE) used for 
lifting assembled aircraft. Three of them are scheduled for inactivation. 

Two N-3: These ships have been specially equipped for the Sunec operation. 
They have stevedore quarters for up to 45 men. These vessels sometimes remain 
in the Sunec area for several months at a time and the ships serve as barracks 
for the stevedores. One of these ships recently had its hull reinforced for ice 
and ice strengthening is planned for the other one. 
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Passenger 


These consist of 26 austerity troop transports and 35 transports having accom 
modations for dependents. They are of the following types and range of capacity 
as to troop and cabin space. 


Capacity range per shi 


re A rit) nt : Austerity Dependent 


lroops Cabin lroops Cabin 


P-2 5 73 234 417 258 to 2,068.) 362 to 471 
( $ ) 7 2, 756 to 3, 14 305 to 372 113 to 2, 43 169 to 318 
{ Al 676 to 743 242 to 341 
( APA 2 84 to 1,022 SS 
( 2 {91 to 495 1s 
C-1 2 2 ( 30 to 32 &) 20 


Four austerity C-4’s were in process of inactivation at June 30, 1954, and one 
more had been approved, 
Tankers 

Fifty-three: Operated under cost-plus-fixed-fee contracts with commercial op- 
erators. They consisted of 50 T-2’s having a capacity of 100,000 to 130,000 barrels 
and 3 built by Maritime Administration of 30,000-barrel capacity. The latter 











are used to move clean petroleum in coastal are: Three of the T-2’s were in 
process of inactivation at the close of fiscal 1954. This inactivation is 
caused principally by the use of new supertankers which have a capacity of 
roximately twice that of the T—2’s. Two of these supertankers were recently 
put into operation under 5-year time charters with commercial operators and 2 
I ( ( » be added shortly 
seve 2, two T-3 oilers: Four of the T—2’s and one T-3 oiler are scheduled 
for inactivatio The other three, together with the T-38 oiler, are used to service 
the N Gth Fleet in the Mediterranean area on a rotation basis, two at a time. 
Whe servicing the fleet the oilers employed for point-to-point trans 
pol n of petroleun 


our T-1, three Navy built: These are used in the Japan-Korea shuttle service 
l small ports and shallow waters of the Western Pacific area. They 
have a | 30,000 barrels. One of the T-1’s is scheduled for inactivation. 


y-six LST’s: Operated under contract by a Japanese company in the 


welve sini rgo ships (AKL’s) : Being used in shuttle service, special proj 
‘ the gulf-Caribbean area Four are now in process of being inacti- 

() W dis hip: Tl is in ft] process of inactivation 

( Ls () oO IK } i e Ser t 
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nd tw the A 
s i So 

hay ted the recent leg m appropriating $50 million to the Depart- 
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One of these is for loading and unloading vehicles 
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tons, respectively. ‘The ratio in which this traffic was carried by the various 
types of carriers is shown in the following tabulation: 


9 months ended 


HOS Mar. 31, 1954 

Type of carrier 7 ‘ 5 

Measure- Measure- 

ment tons Percent ment tons Percent 

in millions in million 
Berth space. 8. 1 28. 2 5. O 28.7 
rime and voyage charter 8.0 27.7 4.58 27.5 
Subtotal 16. 1 55.9 9.8 6.2 
GAA 6.7 23. 4 3.4 19. 4 
Nucleus fleet 6.0 0). 7 1.2 24.4 
Total. ..- 28.8 100. 0 17.4 100.0 


Thus the maximum potential increment for commercial shipping is approxi- 
mately 10 million measurement tons a year, represented by the carryings of the 
GAA and nucleus fleet vessels for the 9 months ended March 31, 1954. This fig- 
ure is probably high since MSTS movements have been progressively dectining. 

Let us now analyze these carryings to see what types of cargo they constituted 
and whether there are any characteristics about them that influence their move- 
ment by one or the other type carrier. 


Measurement tons 


Nucleus fleet GAA 

General... 2, 183, 634 1, 769, 060 
special — 1, 420, 917 1, 111, 598 
Bulk a 612 80, 035 
Aircraft E 455. 118 25 IR 
Ammunition and explosives 88, 042 391, 931 
Reefer , , 108, 727 | 2, 702 

Vee 2): Oe 1, 257, 050 | 3, 390, 344 


Of the above totals approximately 2.7 million measurement tons (about 36 
percent) represented intra-area movement between Japan and Korea, of which 
slightly less than 1.2 million measurement tons were moved in 38 LST’s forming 
part of the nucleus fleet but operated under contract by a Japanese operator. 
Almost 1.1 million measurement tons were carried in GAA vessels. The balance 
was moved principally by 14 small craft of the nucleus fleet which are generally 
stationed in that area permanently for this purpose. ‘Time-chartered vessels also 
handled approximately 2.1 million measurement tons in the Japan-Korea intra- 
area lift. We understand that the employment of time-chartered vessels has 
been predominantly an incidence of their presence in the area in connection with 
movements to or from United States ports, and that no time-chartered vessels 
are continuously operating in this area. None of this intra-area lift was carried 
in berth space during this period. 

From the above outline several observations may be drawn. The use of GAA 
and time-chartered vessels may suggest to industry that vessels of commercial 
shipping are suitable to carry, by time charter or berth space, that portion of the 
intra-area movement presently carried by nucleus fleet and GAA vessels. Sev- 
eral subsidized and nonsubsidized operators maintain scheduled sailings from 
east, west, and gulf coast ports to Japan and Korea. The feasibility of assuring 
continuous availability of space in this area through commercial vessels may be 
considered as being tied in with the movements from domestic ports to the Japan- 
Korea area. For the 9 months of 1954 the outbound movements by nucleus, time- 
chartered, and GAA vessels from domestic ports to Japan-Korea were: 

Measurement tona 
East coast- ; 977, 000 
West coast—California__ : . . 1,128, 000 
West coast—Washington-Oregon sn = 131, 000 
Gulf ports 433, 000 


— . fe 7 _ 2,969, 000 


Total 
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ines carried in excess of 2 million measurement tons from domestic ports 
to Japan-Korea in the same period 





Thus industry may claim that if time-chartered and berth vessels were used 
to carry l these cargos such vessels, particularly those under time charter, 
availal for the intra-area movement as they completed discharge of 
their outbound cargoes; and that this increased volume of commercial movement 
u for a conti s ilow of time-chartered and berth vessels between 
Jay Korea and domestic areas which would reduce if not eliminate th 
mie rtered vessels might otherwise have to be permanently 

ned in t Japan-Korea area 
\ port ctor to be considered is whether or not the frequency and 
vhich deliveries are or must be made to and from Japan and.Korea 
i 0 b d 1 by the shipper services to the time-chartered 
and pace that would be Vailable on regular predeterminable schedules, 
I frequent t it present but in larger single shipment capability 
| the q of whether there would be in the area at all 
t é | t tonnage to assure the military authorities that in the event of 
! als ar | ent immediately needed could be delivered 
4 er fact is that the LST’s carried approximately 410,000 passengers in 


fiscal year 1953 and 253,000 in the 9 months ended March 31, 1954, in addition to 


I I movements Vhe replacement in whole or in part of the contract 
LST’s through the use of commercial shipping presents the question of how this 
pa I ement would be carried out 
We were informed by MSTS that much of the cargo lifted between Japan 
id Korea is delivered to various small ports along the coastline which, because 
of shal waters and inadequate port facilities, cannot accommodate the larger 
S1Z ‘ ) esse! 


MSTS states also that the LST’s are used by the military forces in the Japan 
Korea area for combat training, and that by reason of their capability for land 
ing troops and equipment at any coastal point are considered by the military 
authorities in that area as a necessary strategic reserve to support the military 
forces 1 the event ot any emergency 

We do not know whether the cost of carrying out this intra-area operation 
by time-chartered and berth vessels would be greater or less than at present. 
There are several considerations. One is that the use of United States-flag 
vessels with relatively high operating costs in substitution of the LST’s (which 

f the nucleus fleet portion of this movement) operated 
under contract with a Japanese operator and manned with Japanese crews 
would seem to imp that the costs to MSTS would be higher. This, however, 
might be offset in whole or in part by the fact that, since movements would be 
in larger lume, less vessels would be required. There is also the probability 
that movements in larger quantities at less frequent intervals would affect 
shoreside costs of both MSTS and the shipper services. 

The balance of the nucleus fleet and GAA activity for the 9 months of fiscal 
year 1954 aggregated 4.9 million measurement-tons and was rather evenly dis- 
tributed among the various areas of the world. About 3.1 million measurement- 
tons was outbound cargo and 1.1 million measurement-tons inbound. The re- 
mainder represents interarea (to foreign ports from other than United States 
ports), intra-area other than Japan-Korea, intercoastal, and coastwise. The 
iargest single type of movement is the outbound cargo from domestic ports to 
Japan-Korea This totaled 1.4 million measurement-tons, of which 869,000 
moved in GAA vessels. Approximately 816,000 of the 1.4 million loaded out of 
Pacific coast ports 

The intercoastal movement totaled 131,000 measurement-tons, of which 30 
percent was carried in nucleus and GAA vessels, 29 percent in time-chartered 
vessels, and the balance in berth space. Coastwise traffic aggregated 77,000 
tons: 77 percent was moved in nucleus and GAA vessels and 22 percent in time- 
chartered vesst 

In considering how much, if any, of this 4.9 million could or should be carried 
by commercial shipping, it is appropriate to note certain characteristics of 
these movements which are peculiar to MSTS. 

Aireraft is transported in fairly sizable quantities. MSTS has five small 
Navy aircraft carriers which it uses for this purpose. Each carrier has a 
capacity of about 45 planes. In addition MSTS has three Victory ships which 
are specially equipped with enlarged hatches for stowing small-size aircraft. 
Nucleus fleet vessels carried 455,000 measurement-tons of aircraft during the 
9 months ended March 31, 1954—75.7 percent of the total aircraft lift. 
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Ammunition is another special type of cargo. It usually moves in half or 
full shipload lots. Rigid safety regulations prohibit storage of ammunition for 
any length of time and, therefore, rapid flow through the port is necessary. 
Ships carrying ammunition are not normally permitted to dock at commercial 
facilities. This would affect berth vessels, particularly when intervening ports 
of call are scheduled before reaching the destined port of the ammunition. 
Practically all ammo has moved in MSTS-controlled vessels—nucleus, GAA, or 
time-chartered. The ammo movement for the 9 months to March 31, 1954 (ex- 
clusive of 87,000 measurement-tons moved in the Japan-Korea intra-area lift), 
totaled 678,000 measurement-tons, of which about 33 percent moved in time- 
chartered vessels, 47 percent in GAA vessels, and substantially all of the bal- 
ance in nucleus vessels. 

MSTS moves sizable quantities of heavy lift cargoes, such as tanks, loco- 
motives, ete., and has two C—4 type vessels specially equipped with heavy lift 
gear. In addition much of the military equipment carried is of unusual size and 
often moves in large quantities for which MSTS claims the berth vessels do not 
have sufficient available space over and beyond their commercial carryings. The 
same is said to be true of privately owned vehicles: 52,504 vehicles were moved 
in the 9 months ended March 31, 1954, representing 735,000 measurement tons 
These and similar cargoes of unusual size are classified by MSTS as special 
cargo. Aproximately 25 percent of the total special cargo left for the 9 months 
to March 381, 1954 (exclusive of the Japan-Korean intra-area movement o 
1,464,000 measurement tons), moved in nucleus vessels and 27 percent in GAA 
vessels. Time-chartered vessels carried 18 percent. 

MSTS services special military projects in regions outside the regular com 
mercial lanes. MSTS states that special ships which can be beached are re- 
quired where port facilities do not exist; operations in the North Atlantie and 
North Pacific such as Sunec and Mona Lisa are in waters where the risk of ice 
damage is great; and important security considerations are involved in a 
classified operation such as the supply of Eniwetok bases. Beaching opera 
tions are necessary in such areas as the Caribbean (Downrange project), North 
Atlantic, and North Pacific. The seasonal Sunec supply operation utilizes 10 
nucleus fleet vessels, principally the smaller craft. The seasonal Mona Lisa 
project in the North Pacific requires eight more. Three of the craft which are 
used in the Sunec summer operation assist in the Caribbean area operation dur 
ing the balance of the year. The vessels assigned to these special projects are 
frequently utilized for intra-area lifts between the ports of the individual proj 
ects for extended periods of time . 

There would seem to be a potential of several million measurement tons repre 
sented by nucleus and GAA movements which the industry could claim as being 
operationally movable in commercial vessels. In the light of the inactivation 
of most of the GAA vessels and also some nucleus vessels and the declining 
volume of cargo requirements, any substantial shift of the cargo heretofors 
carried in nucleus and GAA vessels to commercial shipping would serve to further 
reduce the nucleus fleet. This brings to the forefront the fundamental con- 
sideration of whether such nucleus vessels as would still remain in service 
would adequately meet the criterion of the Department of Defense as to its 
military responsibility for the defense of the Nation. Industry can likewise 
point to its responsibility as an important component of defense bearing the 
brunt of cargo transportation in an all-out emergency and the necessity for 
having a skilled organization and adequate facilities. Industry cannot and 
does not contend that the additional business which it could get from MSTS 
would solve its problems but only that it would help. The gross commercial 
revenue on 1 million measurement tons of general cargo computed at the lowest 
shipping contract rate—reduced B (5,000 or more measurement tons)—in the 
following 8 areas of cargo movement, would amount to: 









Million 
East coast to Europe__ ‘ 4 $11.0 
West coast to Japan ieee 13.2 
East coast to Japan_- 15.6 


The reduced B rate is about 30 percent lower than the basic rate for cargo less 
than 38,5000 measurement tons. 

Any formal plan to give commercial shipping a wider range of preference in 
cargo movements would probably involve a revision in the policy of priorities 
for the allocation of cargo movements. Whether such a revision bolstered by 
definitive commitments by industry to guarantee timely delivery and by the 
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maritime unions to assure movement of Government cargo, even though carried 
in commercial vessels, would be feasible or possible or even desirable in the 
overall interests of the Government is not within our province to determine, but 
it may be worthy of examination by the subcommittee. 





BERTH AND TRAMP OPERATIONS 


An important consideration in the operations of MSTS is how much of the 
cargo Which it assigns to commercial shipping should move in berth service and in 
time or voyage charter. This question obtains in respect of current allocations 
regardless of whether or not more cargo should be placed with commercial 
shipping. The berth and tramp operators both seek the MSTS cargoes and in 
effect are competitors. This matter is of concern to MSTS since both are units 
of the merchant marine on which MSTS acknowledges heavy reliance and 

STS operations. 

From the standpoint of cost there probably is no disagreement that the move- 

ent of large quantities in full or nearly full shiploads under time or voyage 
charter is more economical than carriage in berth space. However, the recog- 
nized need for maintaining a strong merchant marine precludes the considera- 
tion of this subject in terms of cost alone. We are not aware that anyone in 
government concerned with shipping matters or in the shipping industry has 
questioned the tramp fleet as a necessary component of the merchant marine. 
There have been several expressions in these and other proceedings emphasizing 
the importance of the tramp fleet. Thus the problem seems to be how to allocate 
the commercial portion of the MSTS cargo lift so that each will share equitably 
n relation to the level necessary for its continued stability as a source of defense 
strength. 

Che claims in support of berth and tramp services have been stated to the 
subcommittee by their respective representatives and are undoubtedly well known 
to those who are concerned in these proceedings. They need not be repeated at 
this time. There are certain operational factors relative to MSTS cargo traffic 

ch may be pertinent to this subject. 

Vessels under time or voyage charter are in effect controlled ships in that 
may be used to carry any type of cargo except privately owned vehicles of 
ry personnel (presently restricted by law to Government-owned ships) for 
which the ordinary nucleus or GAA vessel is used. Thus they are suitable for 
immunition and odd-sized cargo ordinarily moved in large quantities which, by 
reason of their unusual characteristics, may not be susceptible for movement in 
erth vessels In addition, such vessels may be employed in areas not served by 
the berth lines. The tramp representatives have indicated a willingness to false 
deck their vessels for the carriage of vehicles and also to strengthen them for 

eration in icy areas if offered suitable terms of charter. The points noted 
here suggest the possibility of more refined selection of movements and perhaps 

marshaling by the shipper services of the aforementioned types 
of cargo into larger quantities for single shipment with the objective of making 
maximum utilization of the particular advantages of tramp vessels. 

Berth vessels operate under fixed sailing schedules and this is necessary to 
assure regular and reliable service. MSTS schedules shipments in accordance 
with fixed rules of movement prescribed by the shipper services. For example, 
we are told that the Army has a rigid rule that cargo must not remain in port 
more than 15 days from the date of receipt to the date of loading. The berth 
sailing schedules and the dates of required movement under the above rules may 
not and probably often do not coincide—possibly by only a few days. Thus 
berth lines may not obtain cargo which they might otherwise obtain in those 
ases where, under the rule, cargo must be loaded a few days before the berth 
vessel would be available for loading. This rule also seems to have made for 
poor utilization of cargo space in nucleus and GAA vessels as to which we have 
heretofore invited the attention of responsible MSTS officials. We believe that 
MSTS should have some measure of discretion, consistent with necessary mili- 
tary delivery requirements and the space capacity of terminals in the move- 
ment of cargo, in order to permit reasonable flexibility in scheduling shipments. 
This flexibility would work also to the benefit of the berth lines in that it would 
make possible wider selection in the types of cargo for shipment in a given berth 
vessel, thus offering to the berth lines a more diversified mixture of bulk and 
weight cargo Representatives of shipping asssociations have stated to us that 
offerings by MSTS to the berth lines have often been made in such quantities 
and under such delivery schedules that the berth lines could not handle them 
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under the conditions offered; also, that the types of cargoes were not sufficient- 
ly diversified to make for profitable handling. In view of the preponderance of 
unusual type cargo constituting MSTS traflic, the extent of cargo diversification 
is somewhat limited and even under the most favorable circumstances probably 
could not always be arranged in such manner as to make for profitable load 
ing by the berth lines. 

PASSENGER OPERATIONS 


The MSTS passenger activity is principally for the movement of military per 
sonnel. It is carried on almost entirely by MSTS with nucleus-fleet vessels. 
All passenger vessels are troop transports. The cabin capacity of the dependent 
troopers represents about 20 percent of their total passenger capacity. 

From July 1, 1951, to March 31, 1954, about 90 percent of all passengers car 
ried were military personnel, 7 percent were military dependents, and the re 
maining 3 percent were Government officials and employees and their dependents, 
military contractors’ employees and their dependents, displaced persons, Red 
Cross workers, United Nations’ personnel, and others. 

Passenger operations represented about 22 percent of MSTS recorded costs 
during fiscal year 1953 and the 9 months ended March 31, 1954 

The passenger movement reached its peak in fiscal year 19538 when 2.6 million 
passengers were carried, of which 2.3 million were classified as troops. Slightly 
less than 1.6 million were moved in the 9 months ended March 31, 1954; approxi 
mately 1,862,000 were troops. The 9 months’ total includes 11,589 passengers 
carried in commercial passenger ships, an increase of 5,579 over the fiscal year 
1953. The passenger lift for fiscal year 1953 also included 410,000 passengers 
earried in the shuttle service between Japan and Korea by the LSTS’s operated 
under contract; in the 9 months ended March 31, 1954, this movement totaled 
203,000. Approximately 37,500 passengers were carried in cargo vessels in fiscal 
year 1953 and about 20,500 in the following 9 months. These passengers were 
in various categories, including technicians accompanying certain types of equip- 


ment being moved overseas. Approximately 11,800 passengers were carried in 
the Washington and LaGuardia which were operated as GAA ships in fiscal year 
1953. Commercial passenger vessels are used to the extent available when the 


cabin-passenger requirements of the shipper services exceed the cabin-lift capa 
bility of the troop transports. Commercial space is obtained under space con 
tracts at the lowest cabin-class passenger rate. Most of this type has been in 
the east coast-Europe run, 

The two principal areas of travel for both cabin and troop passengers are be 
tween the west coast and Far Kast, and the east coast and Kurope. During the 
10 months ended April 30, 1954, 44 percent of all cabin passengers and 55 
percent of the troop passengers inbound to and outbound from the United States 
were carried between the west coast and the Far East. The run between the 
east coast and Europe accounted for 83 percent of all cabin passengers and 30 
percent of the troop passengers traveling to and from the United States during 
the same period. On these runs the inbound movements to the United States 
about equaled the outbound movements 

Since the end of World War II, United States military forces have been sta 
tioned overseas in areas and in numbers greatly expanded beyond any previous 
peacetime experience in United States history. The Army Transport Service 
and the Naval Transportation Service continued in operation until the end of 
1949. During 1947, 1948, and 1949 these services moved a ge number of non 
military personnel. They included military dependents, civilian employees 
of the Department of Defense and their dependents, contractors’ employees en 
gaged on Government projects, Government officials, Red Cross workers, and 
foreign military and civilian personnel authorized to use Government transpor 
tation. The number of civilians, other than military dependents and displaced 
persons, carried on troop transports by the Army Transport Service and the 
Naval Transportation Service during the calendar year 1949 was about the 
same as the annual average carried by MSTS during the period July 1, 1950, 
through December 31, 1953 

The transports operated by MSTS are specially designed or converted from 
passenger ships to carry the largest possible number of men in the space avail 
able. Troop quarters aboard MSTS transports are generally large compartments 
below decks filled to the maximum with quadruple-tiered bunks. The sanitary, 
dining, and lounge facilities are limited. The cabins on the austerity transports, 
which carry only male military personnel, generally accommodate 12 to 18 officers 
in triple-tiered bunks. The sanitary, dining, and lounge facilities are better tban 
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those in the troop quarters but are not comparable to commercial cabin accom- 
modations. The cabins aboard the the transports capable of carrying dependents 
(dependent transports) generally have 4 to 6-berths, and many of them have 
private sanitary facilities There are lounge, dining, and recreation rooms 
necessary for the generally higher standards requisite to the movement of women 
and children, and the ship’s staff includes doctors, nurses, and stewardesses. 

If the MSTS transports were operated for troop lifts alone and the military 
dependents and other civilian passengers were required to travel on commercial 
vessels, a large part of the cabin space on the dependent transports would be 
unused, since the majority of the cabin occupants are military dependents. 
Although the cabin passenger capacity of the dependent transports is only about 
one-fifth of their total passenger capacity, the facilities for the cabin passengers 
such as lounges, dining rooms, cabins, etc., occupy varying amounts of space up 
to 48 percent of the total, depending upon the type of vessel. From 39 to 54 
percent of the operating costs of the dependent transports has been allocated to 
cabin passenger lift. Part of these costs, such as subsistence and the staff of 
nurses and stewardesses, would be eliminated if the dependent and civilian 
passengers traveled commercially, but the largest part of the costs now charged 
to cabin passenger lift would serve to increase the cost of lifting troops. 

Under these conditions MSTS would probably find the dependent transports 
uneconomical to operate in many areas and would replace them with austerity 
transports. Since military dependents and other civilian cabin passengers rep- 
resent only a small percentage of the total MSTS lift, the number of transports 
required to make the lift probably would not change materially by the assign- 
ment of dependents and civilians to commercial vessels. Moving the cabin and 
troop passengers on separate ships probably would result in a higher overall cost 
to the Government for both operations. 

MSTS representatives have indicated that sufficient commercial year-round 
capability to lift the dependent and civilian cabin passengers does not now exist, 
and that, if even a substantial portion of MSTS traffic was moved on commercial 
lines, it would mean that the private lines would have to eliminate most of their 
normal commercial passenger movement. Since July 1, 1952, MST'S has lifted an 
average of about 15,000 dependent and civilian cabin passengers a month. For 
the past year the requirements of the Army and the Air Force for cabin space on 
vessels moving between the United States and Europe have exceeded the available 
space on MSTS passenger vessels plus all of available space on commercial lines 
by an average of 3,400 passengers a month. We understand that much ov this 
excess has been carried by commercial planes chartered by the Office of the 
Chief of Transportation, United States Army. 

While it has been the traditional practice of the United States to transport 
its troops in Government-owned or controlled vessels, commercial shipping has 
had some limited participation in this movement. After the war certain com- 
mercial companies were allocated troop transports—converted cargo ships—to 
bring troops home. They were operated under general agency agreements. In 
addition, the Washington and LaGuardia were similarly operated for a short 
period It may be contended that the MSTS transports could be operated by 
commercial shipping under the same type of agreement. In such a consideration 
certain observations relating principally to costs are pertinent. 

Most MSTS transports are manned by civil-service crews. Commercial ship- 
ping operates under collective-bargaining agreements with the maritime unions, 
While the wage rates are about the same, we understand that the manning scales 
provided in union agreements are higher than those of MSTS. For example, 
MSTS considered at one time direct operation of the Washington and the pro- 
posed manning with civil-service crews called for a total crew of 361. The crew 
under the agency agreement with United States Lines totaled 474. This same 
disparity may not exist in the cast of MSTS transports but the illustration indi- 
cates that there likely would be a sizable difference. 

MSTS obtains its subsistence stores under Department of Defense overall 
procurement contracts The MSTS subsistence allowance for both crews and 
cabin passengers ranges from $1.47 to $1.56 a person per day. MSTS representa- 
tives indicate that industry crew subsistence costs now average around $2 a 
person per day. 

On both the Washington and the LaGuardia which were operated under gen- 
eral agency agreements, the National Shipping Authority paid a fixed fee to the 
operators of $875 per vessel per day. A similar fee probably would be paid for 
the operation of “dependent” transports. There is a question of whether MSTS 
shore or administrative costs would be correspondingly reduced. There might 
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be some reduction in MSTS fiscal accounting, but this might be offset by the 
effort of administering the contract and reviewing and auditing the contractor’s 
accounts. 

It would still be necessary for MSTS to coordinate the passenger shipping 
requirements as reported by the individual shipper services and to prepare sched- 
ules and related details. These functions might become more complex since MSTS 
would be dealing through a third party for the operation of the ships. 

Under agency agreements MSTS would be required to pay for commercial in- 
surance whereas Government-operated vessels are self-insured. On the La- 
Guardia and Washington under GAA these premiums amounted to $624 and 
$1,037 a day, respectively. 

MSTS representatives have stated that the morale of the troops and cabin 
passengers is a very important element in transport operation. MSTS is now 
able to deal directly through its employees with the complaints of passengers. 
Under agency agreements MSTS probably would have considerably less control 
over the vessels’ complements in their dealings with passengers. 


TANKER OPERATIONS 


The movement of petroleum accounts for about 15 percent to 20 percent of 
MSTS recorded costs. The volume aggregated approximately 17 million long 
tons in fiscal year 1953, which was the peak period. Volume for the 9 months 
to March 31, 1954, totaled about 12.6 million long tons. 

During the period (1951 through March 1954), from 55 to 60 percent of the 
petroleum moved was lifted on the Government-owned, contract-operated 
tankers. Approximately 11 percent in fiscal year 1953 and 121% percent in the 
§ months ended March 31, 1954, of the total petroleum lift was handled by MSTS- 
operated tankers, principally small T—1’s operating in the shuttle service between 
Japan and Korea. Commercial tankers have carried as little as 15 percent of 
the armed services’ requirements, this being in 1951, and as much as 33 percent of 
the 1953 requirements. At the present rate, industry will lift about 28 percent 
of the petroleum requirement for fiscal year 1954. The movement by commercial 
tankers includes 2 recently constructed supertankers time-chartered by MSTS 
for 5 years. Two more of these tankers are expected to be completed shortly 
and will be similarly time-chartered. 

The members of the subcommittee are familiar with the recent study by MSTS 
of the overall tanker situation in the United States culminating in the recom- 
mendation for the construction by private industry of 20 supertankers of approxi- 
mately 25,000 deadweight tons to be time-chartered by MSTS for a period of 
at least 10 years. This recommendation is embodied in Senate bill 8S. 3458 
recently approved by the Senate. MSTS indicates that these supertankers 
would enable the placement of 37 of its contract-operated T-—2 tankers in a tanker- 
reserve fleet. 

The contract-operated tankers—53 at June 30, 1954—are handled by 4 commer- 
cial companies—2 are on the east coast and 2 on the west coast. The contracts are 
let on a bid basis and provide for reimbvrsement of costs plus a tixed fee ranging 
from $47 to $55 a day per tanker. Up to the close of fiscal year 1953 the contracts 
were for 1 year, but the current contracts beginning July 1, 1953, are for 2 years. 
The cost to MSTS of this contract operation for the fiscal year 1953 exceeded 
$54 million; for the 9 months to March 31, 1954, the cost was $42.8 million. 

Control over contract-operated tankers is maintained at MSTS, Washington 
office, via operational orders issued on a voyage basis. These orders include 
instructions for loading, types and volume of lift to be moved, sailing orders, 
discharge instructions, and instructions designating the United States military 
authority to contact at the port of destination. Loading, berthing, discharging, 
and facilitating a quick turnaround is aided by the senior naval officer in the 
area. Various port services, normally required by all ship operators, are fur- 
nished by local steamship agents. 

The operators are required to report weekly and/or monthly on the MSTS 
ships. Such reports show the movements of the vessel, the type and volume of 
eargo lifted, the estimated monthly costs of operations, and other pertinent 
data, as requested. 

The terms of the contract spell out the method of payments to the contract 
operators. In general, the operator submits to Washington separate weekly 
vouchers for the fixed fee, the lump-sum payment covering estimated operating 
expenses, and the cost of repairs. The lump-sum payments are adjusted to actual 
costs, quarterly, upon the certification of the naval cost-inspector’s office. 
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Disputes arising from what items are allowable as operating costs are settled 
by the Chief of Navy Cost Inspection, whereas disputes arising from the inter- 
pretation of other contract matters are settled by the ¢ ontracting officer. 

A review of the tanker industry over the past few years will throw light on the 
reason for the present contract arrangement and bring out other aspects of the 
tanker operation which may be helpful to the subcommittee in its deliberations 

rhe tanker industry trends have shown sharp peaks and valleys since World 
War II Mr. John T. Koehler, Assistant Secretary of the Navy, in a statement 
before the Subcommittee of the Committee on Interstate and Foreign Commerce, 
United States Senate, Sist Congress, March 21 to 29, 1950, said that, until the 
spring of 1947, there were sufficient tankers available for Navy chartering. At 
that time, however, the situation underwent a radical change. Worldwide POL 
(petroleum, oil, and lubricants) requirements increased and tanker rates soared. 


As a result, 55 Government-owned tankers went into operation under contract 


operators during the first 6 months of 1948. $y Mareh 1950 conditions had 
changed and 17 of the tankers were in the process of being inactivated. The 
Navy considered 38 tankers, including 8 commissioned tankers, a minimum to 
et il requirements, 
The picture completely reversed within 6 months, from March to September, 
as a result of the Korean conflict Beginning in September 1950, and continuing 


t 
through the middle of January 1951, a total of 660,000 tons of petroleum were 
offered to industry for charter, but by February 1951 only 410,000 tons were 
cepted at what MSTS considered reasonable rates. 
The 1950 pre-Korean tanker charter rates were at the general level of Mari- 
time (wartime base rates for all routes set by United States Maritime Commis 


sion) minus 30 percent sy the end of January 1951, the rates had increased 
to as high as Martime plus 200 percent Due to these high rates and the general 
inability to charter sufficient tanker tonnage to move military petroleum prod- 


ucts, a meeting was held between MSTS, Maritime Administration, and repre 
sentatives of the industry in an effort to formulate a plan by which the urgent 
milit fts could be made without invoking the Government’s prerogative of 
requisition of tanker tonnas As a result of this conference, a voluntary tanker 
pool within the industry was formed under the supervision and control of Mari 
time Administration. The establishment of the pool became effective January 
1951, and went into effect within a few days after this date. The rates estab- 
lished by the terms of the pool were Maritime plus 40 percent for tankers of 
9,000 to 14,000 deadweight tons, and Maritime plus 25 percent for tankers over 
14,000 deadweight tons. We understand that no difficulties were experienced 
with the plan. MSTS chartered tankers from the pool until April 1953, after 
which time the chartering of tankers was again made via the open market. 

The entrance of keen foreign-flag competition, the lessening of military require- 
ments in Korea, and the mild winter weather of 1953 all contributed to a decline 
of American tanker lifts. Tanker charter rates have been below the general 
evel of Maritime since the early part of 1953. MSTS has recently chartered 
tunkers, on a voyage basis at Maritime minus 386 percent for May 1954 lifts, and 
aritime minus 33 percent for June lifts. 

Chis depressed condition over such an extended period has caused the industry 














to complain that MSTS tankers are lifting petroleum products which could and 
should be fted by commercial tankers Industry representatives state that 65 
to 75 American-flag tankers, representing approximately 925,000 deadweight tons, 
have been laid up, and that charter rates have sunk as low as maritime minus 
50 to 60 percent with no expectation of improvement in the foreseeable future 
Aliso, they say that an analysis of recent figures covering expected tanker com 
pleti« through 1955 and estimated free world oil consumption during the same 
period indicate that the tonnage of the tanker fleet will grow much faster than 
will potential cargo, barring outright war. They state further that most tanker 


market observers feel that deliveries of new tankers already have caught up with 
thie wth of oil demands 

Furthermore, industry takes the position that their laid-up tankers are, in 
effect, a reserve fleet and that maintaining standby defense reserve facilities 
is the duty of the Government, not a few private shipowners. Therefore, they 
contend that MSTS contract-operated tankers should be laid up and the petroleum 
movement assi 

Based on data in the files of MSTS, it appears that many of the tankers claimed 
by industry as being laid up are unsuitable or unavailable for MSTS use and that 
others are owned by commercial operators who rarely offer them to MSTS or 
whose offers are underbid 


“l to commercial tankers 
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From an operational standpoint, transfer of the petroleum movement to 
commercial tankers, to the extent that the industry has suitable tankers avail- 
able on reasonable terms, appears to present no major problems; it would carry 
on along the same lines as the current contract operation. As to the military 
considerations it would seem that long-term time charters at reasonable rates 
providing for worldwide employment would offer the same assurance of sched- 
uled delivery as the contract arrangement. 


COSTS OF MSTS ACTIVITIES 


The accounting system of MSTS is designed to show the direct operating costs 
of what it considers its two major functions and the overhead costs incurred in 
carrying out these functions, These two major functions are: 

1. Control, operation, and administration of directly operated nucleus fleet 
vessels. 

2. Transportation services performed by commercial operators in commercial 
vessels (time and voyage charter, tariff contracts) and as agents operating 
nucleus fleet or GAA vessels. 

The direct operating and overhead costs shown by MSTS for the fiscal year 
1953 and the 9 months ended March 31, 1954, were: 
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The costs reflected in MSTS accounts and financial reports do not, however, 
constitute all the costs of performing MSTS functions. In our study of this sub- 
ject to date, we have accumulated a list of items representing services directly 
related to MSTS functions which in one way or another are paid by other units of 
the Navy or by other agencies but for which, except in minor instances, no charge 
is made to MSTS. We cannot say that this list is complete or that we will be 
able to identify all such items because they are not segregated in the records of 
the paying agency. For the same reason we have not and may not be able to make 
any reasonable estimate of the cost in many cases. 


1. Military pay and allowances 

MSTS engages more than 9,400 military personnel—1,100 ashore and 8,300 
afloat—whose pay and allowances are paid directly from Navy appropriations. 
The actual cost is not known because the Navy Department does not maintain a 
separate accounting for MSTS pay and allowances. According to estimates main- 
tained by MSTS these costs amounted to approximately $34.5 million in fiseal 
year 1953 and $15 million for the 6 months ended December 31, 1953. In addition 
there is the pro rata cost of retirement annuities, payable to military personnel. 








2. Vessel depreciation 

As at December 31, 1953, there were 256 ships in the nucleus fleet. The con- 
struction cost of these ships was $889.8 million according to figures of the Mari- 
time Administration and the Navy, Bureau of Ships, and furnished to us by the 
MSTS comptroller. We do not know to what extent, if any, these costs include 
conversion, remodeling, etc., to suit them for MSTS operation. Based on a 20 
year life expectancy the annual depreciation would amount to approximately $44 
million. 


3. Interest 

We do not knoW any w ay of ascertaining whether and to what extent the Gov 
ernment’s investment in nucleus fleet vessels represented by the cost of these ves- 
sels was financed from borrowed funds or Government revenues. If it is assumed 
that they were financed entirely from borrowed funds, a portion of the annual 
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interest charges on the public debt would apply to the cost of the nucleus fleet 
vessels. Based on the cost of $889.8 million stated in the previous section on vessel 
depreciation, the annual interest being paid by the Government amounts to ap 
proximately $17.8 million computed at 2 percent, which was the approximate aver- 
age interest rate on Government securities during the period 1942-45 when most 
of the nucleus fleet vessels were built. 


4. Panama Canal tolls 


United States Government owned or controlled vessels are not generally re- 
quired to pay tolls for passage through the Panama Canal. Instead, the Panama 
Canal Company, in accordance with the provisions of section 412, title 2, of the 
Canal Zone Code, is authorized to offset against the Company’s obligations pay- 
able into the United States Treasury an amount equivalent to what would be 
collectible on such ships if not exempted. The amounts deducted by the Company 
wert 
Fiscal vear: Amount 

1952 At) ee ore 


1953 





Figures for 1954 are not available. 
5. Use of l ted States Government-owned port facilities and services 

4 number of port facilities and services are furnished to MSTS without charge ; 
these in e dockage at military piers, use of military tugs, and line handling at 
military piers. 
6. Government's contribution to the « il-service retirement fund 

The Retirement Act provides that the United States Government contribute to 
the retirement fund an amount which when added to the amount paid in by civil- 
service employees will provide sufficient funds to pay retirement and disability 
7. Disability compensation paid to civilians by the Department of Labor 


The Federal Employees Compensation Act provides for the payment of a por- 








tior h ilary to y employee injured or ‘aken ill in line of duty. Payments 
are handled by the Department of Labor from funds provided by the Congress. 


§. Legal services rendered by the Department of Justice 

The Admira and Shipping Section, Department of Justice, represents MSTS 
in cases involving damage claims and disputes arising from charter party and 
tanker contract operations. The administrative and trial costs by the Depart- 
ment are not reimbursed by MSTS 





9. Other services 


MSTS receives certain services supplementing those which it performs and 
pays for directly 
(a) Use of Army and Navy communication facilities, 
(b) Use of Nz passenger vehicles 
(c) Small harbor craft acquired from Army and Navy without cost. 
(d@) Technical assistance furnished by Navy and Maritime Administra- 
tion 
(e) Rental value of certain office and warehouse space furnished by Army 
or Navy at ports, or b) GSA. 
(/) Pro rata share of administrative services rendered by the Navy, in- 
ng accounting, procuring, legal, medical, training, and supervisory 


Pro rata share of cost of administering civil-service retirement fund 
and personnel actions by Civil Service Commission. 


COST TO THE GOVERNMENT MSTS VERSUS COMMERCIAL SHIPPING 


We have not yet determined how the cost to the Government of movements 
in commercial vessels compares with the cost when carried in nucleus or GAA 
vessels, and we are not optimistic that it is practical to do so with any reason- 
able degree of accuracy. In addition to items of cost within MSTS not recorded 
in its accounts, such as military pay and allowances, retirement annuities of 
military and civilian personnel, depreciation on vessels and shoreside equipment, 
and other items, most of the services furnished by other units of the Navy and 
other agencies without charge to MSTS are performed by these units in con- 
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junction with their regular functions, Consequently, the costs of these services 
applicable to MSTS are difficult if not impractical to determine. There is un- 
doubtedly the question of whether in some cases there are any costs apportion- 
able to MSTS by reason of the fact that these units or agencies have established 
facilities which would remain the same even if they did not render these serv- 
ices to MSTS. 

Other considerations affect the overall costs to the Government in comparing 
operations by commercial shipping and by MSTS. One of them is the possible 
increase in Federal income-tax revenue to the Government on any segment of 
MS'TS operations that may be transferred to commercial shipping. Another is 
that, in respect to subsidized operators, any increased profits resulting from 
additional MSTS business may have the effect of increasing the recapture by the 
Government of operating-differential subsidy paid to the operators. While 
neither of these elements is susceptible of reasonable evaluation they are never- 
theless real and have a definite bearing on the relationship of cost to the Govern- 
ment under one or the other form of operation. 

Even confining the comparison of costs to MSTS recorded costs is a formid- 
able task. Consider first the dry-cargo operations. Because of differences in 
types of cargo and in geographic areas between the movements of nucleus and 
GAA vessels in relation to time-chartered and berth vessels, we believe that the 
only way to get a reasonable comparison is to compute the cost of representative 
cargoes carried in nucleus and GAA vessels at time charter and shipping con- 
tract rates and compare the amounts so calculated with the cost recorded by 
MSTS. This in itself involves certain imponderables, particularly in respect of 
the berth operation since there are generally three rates depending on the 
volume of cargo for single shipment. It is likewise a very detailed job as it 
requires analysis of the manifests in order to apply the appropriate shipping 
contract rates to the respective types of cargo. 

We have made some overall comparisons from statistics at hand, but they 
seem to present something of a paradox. We were not able to analyze them 
before presenting this report, but perhaps when we do the picture may become 
clearer. For example, we compared the rates billed by MSTS to the shipper 
services, which are intended to be based on recovery of costs, with the basic rates 
and the reduced A rates (quantities of 3,500 tu 5,000 measurement tons) speci- 
fied in the shipping contracts with commercial operators, for general and special 
cargo in three general areas, viz, east coast to Europe, west coast to Japan, and 
east coast to Japan. This comparison showed that in respect of the first two 
areas, the MSTS rates were lower except for general cargo at the reduced A 
rate. In the third area MSTS rates were higher than both the basic and re- 
duced A rates. The higher MSTS rates in the third area would seem to indicate 
some inconsistency in the MSTS tariffs. We are currently reviewing the detailed 
data which formed the basis on which MSTS determined its rates as to types 
of cargo and geographic areas. We have noted that in respect of privately 
owned vehicles the rate seems unrealistic in relation to the space occupied and 
the cost of transporting the vehicles. 

However, in terms of costs shown by MSTS and measurement tons carried, 
the cost per measurement ton for the 9 months to March 381, 1954, was less for 
nucleus vessels than for GAA vessels which in turn was less than for time- 
chartered and berth movements under shipping contracts. The same costs 
applied on a measurement ton-mile basis indicated a cost of $3.55 cents per 1,000 
measurement ton-miles for nucleus and GAA movements and $3.78 cents for 
time charter and shipping contract lifts. Topping off these statistics, the state- 
ment of financial operations for the 9 months to March 31, 1954, disclosed sizable 
profits (excess of billings to the shipper services over cost of related services) 
from movements of nucleus and GAA vessels, a relatively smaller profit from 
movements in time-chartered vessels, and a slight loss on cargoes carried in 
commercial space under shipping contracts. 

In the passenger field there is no counterpart operation which serves as a 
criterion for comparing costs. Since commercial shipping does not have vessels 
similar to the transports used by MSTS, the only practical means of carrying 
out this operation by commercial shipping is through the agency mechanism 
We have heretofore mentioned certain factors of additional cost that may come 
into being under this type of operation, over and above those presently ex 
perienced by MSTS, such as differences in manning scales, commercial insurance 
premiums, and procurement of subsistence stores. In addition, MSTS contends 
that there would be no overall reduction in its operational and administrative 
functions to compensate for the per diem fee payable under the agency agree- 
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absence of a reliable basis on which to compare other elements of 
it is necessary to assume that they would be substantially the 
premises are accepted there would seem to be no question that 
‘agency agreements would be greater than the recorded costs of 


commercial tankers | ( oved into a more favorable comparison 

act-operated tankers This is indicated in the following recapitula 

1 of petroleum movements for the fiscal years 1952 and 1953 and the 9 months 
ended March 31, 1954 


9 months ended 
Mar. 31, 1954 


$6, 242, 753 
1, 424, 948, 000 
$4. 38 


$42, 853, 960 


2? 876. 911 


ts per 1,000 long-ton-miles for contract-operated tankers is be- 
ed principally by tf creaset st of wages and repairs. 

costs per 1, long-ton-miles for commercial tankers is the 

l ) ter rates have declined steadily 

itial transfer of the petroleum lift from the 

| tankers probably would be accompanied 

id a consequent increase in the cost of com- 


yvements, 





